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| ORIGINATORS 
of the All-Service Automobile Policy 





Our Company is the only one in the country 
to write into its Automobile Policy, in addi- 
tion to the usual Automobile Coverage, 
$5,000.00 Personal Accident Insurance on 
the driver-owner and a complete Motor Club 
Service. No Initiation Fee—No Dues. 


A complete coverage and service is also ren- 
rendered to all our 


WORKMEN’S COMPENSATION 


members—a service so far-reaching and help- 
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ful that we continue to write the great per- 
centage of members year after year. 


EVERY POLICY ‘NON-ASSESSABLE 
EVERY POLICY DIVIDEND-SHARING 


Resources Over $4,000,000.00 
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MICHIGAN MUTUAL 
LIABILITY COMPANY 
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Resources Q SAS fe Dividends 

More Than oo More Than 

$4,000,000.00 President $2,700,000.00 
! Home Offices, Detroit Branch Offices Mutual Hospital, Detroit 
t 1200 General Necessities Bldg. Grand Rapids, Lansing, Saginaw, Port Huron, 2730 East Jefferson Ave. 
| Telephone Cadillac 9761 Flint, Kalamazoo, Pontiac, Jackson, Munising. Telephone Edgewood 4240 


Workmen’s Compensation, Automobile, Group Health and Accident and other Casualty Lines 
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Northwestern Agency Southwestern Department Pacific Department 
H. M. Giles, Manager L. C. Gray, Manager A. J. Kellenberger, Manager 

800 Flour Exchange Bldg. 560 Board of Trade Bldg. 744 Central Bldg. 
MINNEAPOLIS, MINNESOTA KANSAS CITY, MISSOURI SEATTLE, WASHINGTON 


The MILL MUTUALS 


Millers National Insurance Co. 
of Chicago, Illinois 


Western Millers Mutual Fire Insurance Co. 
of Kansas City, Missouri 


Ohio Millers Mutual Insurance Co. 
of Van Wert, Ohio 


Michigan Millers Mutual Fire Insurance Co. 
of Lansing, Mich. 


Grain Dealers National Mutual Fire Ins. Co. 
of Indianapolis, Indiana 


Mill-Owners Mutual Fire Insurance Co. 


of Des Moines, Iowa 


Millers Mutual Fire Insurance Co. 
of Harrisburg, Penn. 


Millers Mutual Fire Insurance Co. 


of Fort Worth, Texas 


Pennsylvania Millers Mutual Fire Insurance Co. 


of Wilkes Barre, Penn. 


Millers Mutual Fire Insurance Association 
of Alton, Illinois 


Grain Dealers Western Dept. Southeastern Agency Central Agency 
C. R. McCotter, Manager O. R. Van Dyke, Manager John Rush, Manager 
733 Grain Exchange Bldg. 601 Cotton States Bldg. 931 Huntington Bank Bldg. 
OMAHA, NEBRASKA NASHVILLE, TENNESSEE COLUMBUS, OHIO 


Mutual Fire Prevention Bureau 
230 East Ohio Street 
Chicago, Illinois 
(Operated by the Mill Mutuals) 
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CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 
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Offices From the Atlantic to the Pacific 


_ 
Gale & Stone, Boston. Justin Peters, Philadelphia. ” 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 


Lumbermens & Manufacturers Insurance Agency, 
James S. Kemper, Mgr. 
Chicago, Milwaukee, Minneapolis, Omaha. 


Lumber Insurance Agency, Indianapolis. 
The Martin General Agency, Seattle, Denver, San Francisco. 
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A Picturesque 


Where the Big 


Mutual Convention Will be Held October 1st to 4th 


Another Bit of Scenic Beauty in the City 
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Fidelity and Surety Underwriting 


Insurance Against the Moral Hazard Involved In the Handling of 
Money and Materials By Employees of Corporations 


been the custom in many forms 

of human relationships to re- 
quire a person about to assume some 
particular responsibility to get some 
other person or persons to act as his 
surety, thereby guaranteeing the for- 
mer’s obligations. In order for one 
person to act as surety for another 
the former enters into a contract of 
suretyship thereby becoming respon- 
sible, or assuming contingent liabil- 


Pre time immemorial it has 
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Contrasts Between the Old and New In 

Styles of Streets and Fashions of Hu- 

manity Bring to Mind the Question 

Whether the Conscience of the Eighties 

Was Better or Worse Than the Honesty 
of Today. 


ity, for the latter with respect to 
some specific thing such as default, 
debt, negligence, or breach of trust. 
The field of suretyship is so far- 
reaching that it properly covers al- 
most any situation where one party 
is under obligation to another to 
do or not to do a certain act. 


By AVARD L. BISHOP 


Professor of Business Administration 
Yale University 


ARTICLE I 
FIDELITY BONDS 


A surety contract covers a relation- 
ship between three parties. First, 
there is the principal (the one who 
is bonded) who undertakes to do or 
to refrain from doing a specified 
thing. Second, there is the obligee, 
the party who is primarily concerned 
or interested that the principal does 
or refrains from doing the thing 
specified. Third, there is the surety 
who agrees, under certain conditions, 
to recompense the obligee if the prin- 
cipal fails in his obligations. In com- 
mon parlance it is said that the surety 
goes bondsman for the principal. 


It should be noted that the term 
surety (or suretyship) as used in 
our discussion of fidelity and surety 
bonds is used in a general or compre- 
hensive sense, and applies alike to 
both classes of bonds—those of the 
fidelity type which are featured in 
this first article, and those of the 
surety type to be discussed in the sec- 
ond article of the series. 


HERE are numerous types of 
bonds written by fidelity and 
surety companies. One authority 
states that more than eight hundred 
different kinds of bonds are so issued. 
Generally speaking, they may be 
grouped into three broad divisions, 
namely, fidelity bonds, court bonds, 
and contract bonds. From another 
viewpoint, they fall into two classes: 
Fidelity bonds and surety bonds. 
The former undertake to guarantee 
honesty, to furnish protection, in the 
typical instance, against theft or em- 
bezzlement. Surety bonds, on the 
other hand, embrace a considerable 
range of interest of which court 
bonds and contract bonds, both 
broadly considered and taken to- 
gether, include most types falling 
within the surety class. Whatever 
grouping is adopted there is, at times, 
more or less overlapping, so that a 
certain bond found in one group 
might perhaps equally as well be 
placed in some other class. These 
are, however, border-line instances ; 
so that, on the whole, the groups in- 
dicated above are fairly-well defined 
fields. 
In this country from Colonial 
times down until toward the latter 
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part of the nineteenth century, bonds 
of the character we are here consider- 
ing were signed or furnished by pri- 
vate individuals. This responsibility 
was undertaken as an act of accom- 
modation or as a favor for a friend 
or relative who was required to fur- 
nish bond. It was done without com- 
pensation, although the person to 
whom such favor was granted was 
expected to reciprocate if necessity 
arose. Many persons who thus be- 
came responsible for others by going 
bondsmen lived to regret their as- 
sumption of such obligation because 
of unexpected money payments later 
called for under the contract; never- 
theless, the custom continued genera- 
tion after generation. 


So far as we are aware, the name 
of the person (or persons) who con- 
ceived of the idea of corporate, as 
contrasted with personal, bonding is 
not known. He should be reckoned 
among the immortals—worthy, per- 
haps, of a place in a Hall of Fame; 
for unquestionably, one of the great- 
est boons to humanity was the forma- 
tion of corporate organizations to 
furnish, for a fair consideration, 
bonds of various sorts that for cen- 
turies had been furnished gratis by 
individuals as an act of friendship or 
as a favor. 


The earliest record of corporate 
suretyship, we are told, dates from 
1720 when a society in England 
offered its stock for sale in an enter- 
prise savoring of the surety type. 
What the later history of this organi- 
zation was we cannot say. It seems 
that it was not until the first half of 
the next century that British com- 
panies were actually furnishing se- 
curity of the nature of fidelity bonds, 
but it was still about half a century 
later than this before corporate 
suretyship appeared in the United 
States, 


The advent of corporations willing 
to furnish bonds for a consideration 
made it possible for private persons 
to be relieved of the necessity of 
“helping out” friends and relatives 
who by law and by custom were com- 
pelled to furnish surety. When cor- 
porations undertook to carry on the 
business of furnishing bonds to re- 
sponsible citizens, there was no nec- 
essity of embarrassment on the part 
of an individual in declining to go 
bondsman even for a brother or one’s 
closest friend. Just as it is a sound 
business principle never to endorse 
negotiable paper, so it is an equally 
sound principle never to go bondsman 
for anybody. The only exception to 
either of these rules is found in the 
case when the surety undertakes the 
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responsibility in full knowledge of 
the risk involved, and when he is so 
well-off financially that he can afford 
to pay, if he must. The very fact 
that surety is demanded is sufficient 
evidence that it is not a matter of 
formality, but that a real risk is in- 
volved. 
oOsa 

E RECALL a recent case that 

came within our own experi- 
ence which illustrates how casually a 
person who needs a fidelity bond is 
likely to ask a friend for the favor. 
In fact, he often overlooks that it is 
a favor. His very ignorance of the 
whole matter accounts for the way in 


which the favor incidentally may be 
requested. While walking along a 
city street a few weeks before Christ- 
mas, the writer heard some one run- 
ning along behind calling him by 
name. He was a young friend about 
nineteen years old. He pulled a 
paper from his pocket and said: 
“Would you mind signing this thing.” 
We looked the paper over and found 
it was a fidelity bond to which he was 
asking for a signature, it being nec- 
essary for him to gerne such a bond 
as a condition of sécuring a Christ- 
mas-vacation job in a nearby post- 
office. It required tactful explanation 
to convince the young man why it 
was best not to sign the document. 
Accordingly, he was directed to an 
insurance agency where for a small 
consideration (a dollar or so) the 
necessary bond was bought. The 
young man did not realize at all the 
real nature of the favor he was ask- 
ing—a situation surrounding prac- 
tically every instance of request for 
personal suretyship. 


The furnishing of bonds by cor- 
porations, rather than by individuals, 


dates in this country from 1872. It 
is said that the Guaranty Company of 
North America was the first com- 
pany to sell corporate bonds in the 
United States. This was a Canadian 
corporation. Four years later, the 
Fidelity and Casualty Company of 
New York embarked upon the same 
line of business, although its earlier 
activities centered around the issu- 
ance solely of fidelity bonds. The 
American Surety Company of New 
York dates from 1884, and under- 
took to furnish a considerable num- 
ber of types of bonds. Six years 
later the Fidelity and Deposit Com- 
pany of Maryland was started on a 
broad basis in that it issued all types 
of bonds which its predecessor com- 
panies had issued, and undertook as 
well to bond practically all classes of 
public officials. In 1897, The Na- 
tional Surety Company was organ- 
ized. From these early beginnings, 
approximately half a century ago, 
the business of the surety companies 
has undergone a remarkable growth. 
New companies have entered the 
surety field from time to time and 
existing companies writing casualty 
insurance lines have added surety- 
ship, until today the country is well 
served by surety underwriters. Per- 
sonal suretyship is, of course, not yet 
a thing of the past. In some parts 
of the country it still persists, 
stronger in certain regions than in 
others. The advantages of corporate 
over personal suretyship on every 
count are so superior, however, that 
it seems only a matter of time before 
practically all forms of bonding (fi- 
delity and surety alike) will be done 
by surety companies, 


With these general considerations, 
applying in most respects to both the 
fidelity and surety branches of the 
bonding business, we proceed to a 
particular discussion of fidelity bonds. 


QoweToewae 


Fidelity Bonds Covering Theft or 
Embezzlement 


NTIL very near the close of the 

nineteenth century, surety com- 
panies limited their underwriting ac- 
tivities very largely, though not ex- 
clusively, to the fidelity type of bonds. 
Fidelity bonds are designed to guar- 
antee employers against financial loss 
because of the dishonesty or negli- 
gence of bonded employees. They 
have been grouped by underwriters 
into three classes relating to (1) pri- 
vate employers of which banks, 
hotels, and railroads would be typical 
instances; (2) states, counties and 
municipalities, particularly with re- 
spect to their public officers; (3) the 

(Continued on Page 27) 
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Often a Crowded Place Is Free from Accidents Because Everybody Realizes the Danger. This Scene Is State and Madison Streets, Chicago 


Casualty Re-insurance 


Continuing A Discussion of the Growth and Value of this Important 
Means of Making Assurance Doubly Sure 


O reinsurance company can 
dispense with a _ frequent 
compilation of its own ex- 

perience by kind of insurance and 
separately for share and excess. 


A review of this experience at 
least quarterly and preferably each 
month will serve to locate “sore 
spots” in a general way. 


However, what is even more im- 
portant and of more general inter- 
est is the compilation of the experi- 
ence for each treaty company also 
by line and separately between 
share and excess. Such an exhibit 
should be prepared quarterly for all 
ceding companies and in cases 
where there is any question as to 
the tendency of the account, as 
often as monthly. Ordinarily, this 
exhibit will be prepared gross as 
to retrocessions but where the out- 
come of the account is at all doubt. 
ful, it is desirable to show the ex- 
perience net as to the effect of re- 


By WINFIELD W. GREEN 


This paper was presented before the meeting 
of the Casualty Actuarial Society and appears 
in Proceedings No. 29 of that Society. 


PART II 


trocessions; on certain forms of in- 
surance the reinsurer’s direct profit 
may be divided with its retroces- 
sionaires, whereas on other lines, 
the loss is sustained either wholly 
or in greater part by the reinsurer 
alone. 

The object of this review is, of 
course, to establish the account on 
a basis where the reinsurer has rea- 
son to believe that the tendency 
will be towards a profit. To this 
end, unfavorable experience on cer- 
tain lines will be brought to the 
attention of the ceding company 
and negotiations undertaken either 
for a readjustment of the treaty or 
for a modification of the under- 
writing policy of the ceding com- 
pany. 


This procedure brings directly 
to the attention of the manage- 
ment of the ceding company not 
only how its reinsurance account 
is running but also to a very great 
extent just how successful its un- 
derwriting has proved to be. Such 
an exchange of views between the 
parties to the reinsurance contract 
is of value to the ceding company 
particularly because there can be 
no question of bias on the part of 
the reinsurer, who, on the one 
hand, wants to keep the account 
but on the other, is insistent that 
it shall be made to pay. In this 
respect, the interests of the ceding 
company and the reinsurer are to 
all intents and purposes identical. 

We have seen how during the 
past decade in the casualty field, 
reinsurance has grown tremend- 
ously, both absolutely and rela- 
tively, until now it constitutes one 
of the outstanding conditions and 
one of the most important prob- 
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lems of the casualty business. Dur- 
ing this decade reinsurance com- 
panies have barely held their 
ground, transacting perhaps one- 
fifth of the total volume of casualty 
reinsurance. 

The primitive facultative method 
as well as the old open treaty still 
holds sway in spite of the absolute 
increase in the volume of fixed 
treaty reinsurance. The casualty 
reinsurance situation remains a 
most heterogeneous one, faculta- 
tive, inter-company, pool, company 
fund and reinsurance company ar- 
rangements existing concurrently 
and frequently in the same direct 
writing office. 

Reinsurance is the occasion for a 
vast amount of effort on the part 
of the executives, department 
heads, underwriters, claims men 
and accountants. It is also the 
occasion of a vast amount of cleri- 
cal detail. This situation has been 
mitigated to some extent by the 
development of the fixed treaty, 
but neither in the matter of reliev- 
ing the direct writing office of the 
burden of clerical and supervisory 
detail or in that of constructive co- 
operation on the part of the rein- 
surer in handling both detail and 
general problems has the surface 
been more than scratched. 


oo 


The Proper Position of the Rein- 
surance Company 


N the opinion of the writer, no 

satisfactory solution of the re- 
insurance problem can be had with- 
out a more general adoption of the 
principle of the fixed treaty and a 
much wider extension of the activi- 
ties of reinsurance companies. This 
means more concretely that with 
but few exceptions a given direct 
writing company will place all of 
its reinsurance with a single rein- 
surance company in accord with a 
comprehensive fixed treaty or 
group of fixed treaties. For the 
more important kinds of insurance, 
coverage extended by the reinsurer 
would be along the following lines. 

1. For automobile liability, pub- 
lic liability, employers liability and 
automobile property damage the 
coverage would be on the excess 
basis, the ceding company retain- 
ing primary limits commensurate 
with its financial capacity and un- 
derwriting policy. The reinsurer’s 
premium would be the manual ex- 
cess premium subject to a commis- 
sion allowed the ceding company 
as a contribution toward acquisi- 
tion and home office expenses (it is 
customary for the reinsuring com- 
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pany to pay the taxes on premiums 
ceded to it). It would also be logi- 
cal for the reinsurer to allow the 
ceding company a contingent com- 
mission in the form of a percentage 
of the underwriting profit realized 
by the reinsurer. Excess cover 
provided by the reinsurer would 
be limited only by the terms of the 
original policies of the ceding com- 
pany. 

2. Miscellaneous property dam- 
age. This is a relatively new form 
of insurance in which the rates are 
still a matter of conjecture and in 
which the indiscriminate writing 
of high limit policies is apt to prove 


- 
a. 
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disastrous. The excess plan just 
outlined would properly apply here 
except that the ceding company’s 
minimum retention should be com- 
paratively substantial and the re- 
insurer should be further protected 
either by a definite limitation as to 
its maximum liability or by a pro- 
vision that the ceding company is 
to retain part of the entire excess 
over its minimum retention. 


3. Workmen’s compensation. The 
reinsurance for this line would be 
on the excess plan, the ceding com- 
pany retaining an amount per acci- 
dent commensyrate with its re- 
sources and underwriting policy. 
The rate for the reinsurance would 
be a flat percentage of the net pre- 
miums written by the ceding com- 
pany and not subject to commis- 
sion. Since this form of reinsur- 
ance is strictly a calamity cover, it 
is not properly subject to a con- 
tingent commission. 


4. The plan just described for 
workmen’s compensation may be 
applied to burglary and to plate 
glass insurance except that in 


these latter forms the reinsurance 
contract shoild specify the limit 
of the reinsurer’s liability. This 
limit can be fixed at a point which 
will allow ample writing power to 
the direct carrier. 


5. Fidelity and surety and acci- 
dent and health would be written 
on the share basis. Burglary might 
also be written on this basis. The 
treaty would provide for a table of 
minimum retentions, according to 
the kind of insurance and the 
classification. As respects the sur- 
plus over its minimum retention 
the ceding company would retain 
a stated portion (not necessarily 
the same for all kinds of insurance 
or classes) and cede the remainder 
to the reinsurer. For certain kinds 
of insurance or classes, provision 
might be made for “first surplus” 
and “second surplus,” the ceding 
company retaining a _ substantial 
proportion of the first surplus and 
a lesser proportion (or none at all) 
of the second surplus. The rein- 
surer’s premium would be that 
proportion of the total premium 
for a given policy which the rein- 
surance ceded bears to the face of 
the policy. This premium would 
be subject to a commission by way 
of contribution to the acquisition 
and general expenses of the ceding 
company, and for these forms a 
contingent commission based on 
the reinsurer’s underwriting profits 
might properly be introduced. 

ooOoa 


HE above outline is presented 

not as the only arrangement 
that might be made but merely to 
illustrate the lines which a com- 
prehensive reinsurance plan might 
follow. 


Obviously, the entire plan con- 
templates that the reinsurance 
company would have retrocessional 
facilities of a very broad scope, 
probably broader than any as yet 
developed by a casualty reinsur- 
ance company, particularly for ac- 
cident and health, fidelity and 
surety, and burglary lines. 


Besides being comprehensive, 
these retrocessional arrangements 
should be of a character which 
would not require the reinsurance 
company to maintain loss and pre- 
mium reserves greatly in excess of 
its actual reserve liabilities; that 
is to say, they should be such as 
to permit the reinsurance company 
to false credit in its official finan- 
cial statements for at least the 
major part of its retrocessionaires’ 
share of the loss and unearned pre- 

(Continued on Page 28) 
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Mutuals to Milwaukee Next Month 


October Ist, 2nd, 3rd and 4th, are the Dates Set for Annual 
Gathering of Federation and Association 


poets as the best time of the 
year, but we suspect that the 
philosophers of the world who have 
studied into the question would 
award the palm to Autumn as the 


Co: has been praised by all 


in the Fall, the spirit of the occasion 
is to absorb as much practical knowl- 
edge as possible from the various 
discussions, and start to apply it al- 


LS 


most immediately to the solution of 
one’s own problems which are grow- 
ing more and pressing more as the 
cooler weather rejuvenates industry. 





dt test ise ETS“ 


best all round season for work and 
enjoyment. 







In any event the Association, and 
the Federation have always consid- 
ered late summer or early fall as the 
proper season for their conventions 
and the results of these gatherings 
have shown that the time selected has 
been wise. 























All things considered the old no- 
tion about work being a bugaboo, 
and a bore, is only a kind of pleas- 
antry, to open a conversation or to 
fill in when other topics have been 
exhausted. Nearly everybody likes 
his job, and at no season does he like 
it better than in October, when busi- 
ness in general has had its hectic va- 
cation and settled down to its normal 
course. 


Thus when a convention is held 
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Two Views of Washington Park, One of the 
Show Places of Milwaukee and Indeed In 
Many Respects Not Surpassed in All America. 





N other issues of the Journal we 

have dwelt somewhat on the ad- 
vantages of Milwaukee’s climate and 
facilities to make conventions inter- 
esting. Certainly no place in the mid- 
dle west could excel in weather the 
splendid days which are characteris- 
tic of this lake city during October. 
The record of Autumn in Milwaukee 
is one of generally clear skies, mod- 
erate temperature and a tang of pep. 
in the air that is irresistable. If one 
has been so fortunate, indeed, as to 
have postponed his vacation until this 
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time, he may experience a delight that 
he never has known before. Coming 
back to a desk in the Fall is a far 
more cheerful matter than dragging 
in on a hot day in Summer. It’s much 
easier to start hitting the ball at once 
in October than it is in July. There 
are many things to be said for con- 
ventions in the fall. 

The phrase “hitting the ball”, may 
as well be amplified here a bit, for a 
considerable part of every Mutual 
convention is the golf tournament. 
And competition by all odds must 
have its greatest zest in the latter 
days of the season when the long 
summer of experience with the driv- 
er, mashie, putter and what not has 
sharpened one’s game to its keenest 
edge. There are fewer dub shots in 
the Fall, even under tournament 
stress than in May. To have won a 
cup or other trophy engraved with 
an Autumn date is a mark of special 
distinction. Milwaukee is a golfing 
center, surrounded by some of Amer- 
ica’s finest links, and the Entertain- 
ment Committee can be depended 
upon to secure the best the city af- 
fords for the Mutual golfers. 

QS 

| ee we dwell too much on things 

material, let it be urged that par- 
ticularly this year, every mutual com- 
pany send as many delegates to the 
convention as possible. Important 
happenings in the field of insurance 
have been many: since the last mu- 
tual gathering in Washington. Big 
issues have reached a decision in 
more than one quarter, and bigger 
issues still are in process of forming, 
to affect in a large way the future of 
insurance in general. It is quite likely 
that within the next year questions 
will come up which will call for the 
most expert information to chart the 
course toward increasing prosperity. 

All these subjects of such moment 
to the mutual world will be authori- 
tatively and thoroughly discussed in 
the various sessions at Milwaukee. 
Men whose entire careers have been 
spent in promoting the best interests 
of things mutual will report on the 
progress which recently has been 
achieved—and tell of plans now defi- 
nitely being formulated to make 1929 
the biggest year on record for ad- 
vances in mutual business and pres- 
tige. 

Beyond these addresses having to 
do with the Mutual idea in general, 
there will be numerous group con- 
ferences emphasizing the particular 
problems of special phases of insur- 
ance. It is in these meetings that the 
most practical items incident to the 
convention are to be gathered. Use- 
ful bits of information which can be 
put into everyday practice, for the 
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important purpose of bringing in 
more and better business, are the out- 
come of these talks on the inner se- 
crets of doing the Mutual job in a 


‘finer and more effective way. 


owowy 


UCH round table discussions af- 
ford an opportunity for all who 
“have something on their minds” to 
state the case to an audience in sym- 
pathy with the highest mutual as- 
pirations. Often, too, a question 
which has been perplexing a com- 
pany official can be straightened by 
advice from those who have met and 
conquered similar problems. The 
convention is a great clearing house 
of ideas. 


The mere rubbing of elbows with 
hundreds of those who are mutual 
through and through is enough in 
itself to repay in inspiration the effort 
of attending the big meeting. No 
one ever goes away from a gather- 
ing like this without a keener appre- 
ciation of the ideals which have made 
Mutual Insurance an outstanding suc- 
cess from its very start. One man 
standing alone may have difficulty at 
times in keeping his courage against 
unsparing opposition, but the knowl- 
edge that a great organization of mu- 
tual men is behind him has a hearten- 
ing effect of inestimable value. And 
for that alone a trip to Milwaukee 
will be a wise investment. 

A feature of every big mutual 
meeting is the banquet which ordi- 
narily marks its conclusion. This 
year it comes on the third instead 
of the fourth day. But whatever the 
position on the program, it is an oc- 
casion of wit and camaraderie su- 
preme, and supplies a crowning re- 
collection to carry home. 

The convention calendar so far as 
arranged to date includes the follow- 
ing: 

Monpay, OcToBER 1 
Registration—9 o’clock A.M. 
Windstorm Group Meeting — 9:00 

A.M. 

Golf Tournament—9:00 A.M. 

State Association President and Sec- 
retary’s luncheon—12:00 Noon 

Ladies Tea—4:00 P.M. 

Committee Meetings throughout the 
day. 

Board Meetings throughout the day. 

General Session—7 730 P.M. 

TUESDAY, OCTOBER 2 
Farm Fire Group, Town Group, Hail 

Group—9:00 A.M. 

Federation of Mutual Fire Insurance 
Companies —9:30 A.M. — 12:00 
Noon; 1:30 P.M.—4:00 P.M. 

Ladies Auxiliary—10:30 A.M. 

Sight Seeing Trip through Phoenix 
Hosiery Mills for Ladies — 1:30 
P.M. 


Sight Seeing Trip around city for all 
Delegates—3 :30 P.M. 
General Session—7 :30 P.M. 
Program to be arranged by Federa- 
tion. 
WEDNESDAY, OCTOBER 3 
Farm Group, Hail Group, City 
Group—9 :30 A.M. 
Federation of Mutual Fire Insurance 
Co’s.—9 :30 A.M. to 1:00 P.M. 
Ladies Auxiliary—10:30 A.M. 
Boat Trip on Lake Michigan—1 :30 
P.M. 

Annual Banquet—6 :30 P.M. 
THURSDAY, OCTOBER 4 
Meeting National Association of Mu- 
tual Insurance Companies of all 

groups—9 :00 A.M. 


You will observe that the meetings 
of the Federation will be held on 
Tuesday morning October 2nd at 
9:30 A.M. to 12:00 Noon and in the 
afternoon from 1:30 to 4:00 o’clock 
and that on Wednesday morning the 
Federation session will begin at 9:30 
and conclude at 1:00 P.M. with no 
meeting in the afternoon. 

Every facility for convenient trav- 
eling to the convention and for com- 
fortable rooms while there has been 
provided through the service depart- 
ments of the Association and Fed- 
eration. 

Delegates in buying their railroad 
tickets can make a considerable sav- 
ing by asking the station agent for a 
certificate. Mention that you are go- 
ing to the joint Mutual Convention 
of the Federation and Association, 
and the certificate will be made out 
for you. Hold on to it as if it were 
money, for on the return trip it will 
entitle you to half fare. 

Even if you are traveling only a 
little please ask for the certificate, 
since two hundred and fifty applica- 
tions are necessary to secure the re- 
duced rate. Thus, although a dele- 
gate near to Milwaukee might save 
only a dollar or two, he can be of 
assistance to his mutual associates 
from afar by swelling the total of 
certificates to the required number. 

Headquarters of the Association 
will be at the Schroeder hotel and 
reservations should be made direct te 
the hotel The Federation headquar- 
ters are to be at the Pfister. Reser- 
vations for the latter may be made 
through the American Mutual Alli- 
ance at 180 No. Michigan Ave., Chi- 
cago. 

oCcs 

Constable: “Did you get that .feller’s 

number ?” 


Deputy: “Naw, he was too gol-darned 
fast for me.” 
Constable: “That was a pretty brown- 
eyed gal he had in the back seat.” 
Deputy: “It sure was.” 
“Our Paper” 
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Unearned Premium Reserves 


Methods of Setting Up this Important Item In An Insurance Company’ s 
Financial Scheme and Some Suggested Criticisms 


NSURANCE companies gener- 

ally charge for their services in 

advance, receiving premiums on 
contracts covering from one to five 
years’ time on the inception of the 
contract or shortly after. As a con- 
sequence of this method of paying 
for insurance the carrier is in the 
position of owing protection and/ 
or service to the insured in direct 
ratio to the unexpired term of the 
contract. In addition it is usual to 
provide in insurance contracts that 
they may be cancelled on the re- 
quest either of the carrier or of the 
insured. In the event of cancella- 
tion by the carrier the same pro- 
portion of the premium must be 
returned to the insured as the un- 
expired portion of the term of the 
policy bears to the original term. 
In case of cancellation by the in- 
sured a smaller amount is due him. 
In order that the carrier may be 
able to meet its obligations to the 
insured in either respect, premiums 
become its property only to the ex- 
tent that the protection or service 
promised has been furnished. 


The pro rata portion of the pre- 
mium covering the expired period 
of the policy term is accordingly 
called the earned premium, that 
covering the unexpired period the 
unearned premium. In many kinds 
of insurance the premium becomes 
wholly earned in the event of a 
total loss and, in the event of a 
partial loss, earned in the propor- 
tion which the loss bears to the 
total amount of the policy. 


owen 


T IS this situation in insurance 

which makes a comparison of 
income and disbursements for a 
calendar year misleading as a guide 
to the financial results of the op- 
erations of a carrier. Much of the 
outgo is on account of policies for 
which premiums were received dur- 
ing preceding years. Much of the 
income is made up of premiums 
for the policies which will continue 
in force and under which losses 
and expenses will be paid during 
succeeding years. 


It is the part of good manage- 
ment, therefore, to consider the po- 
tential obligations for the satisfac- 
tion of which premiums have been 
collected, and to set aside a reserve 
fund on the liability side of the 


By RALPH H. BLANCHARD 


Professor of Insurance 
Columbia University 


accounts to care for these obbliga- 
tions. Not only is it the part of 
good management but the state in- 
surance laws require such action. 
The fund so set aside is the un- 
earned premium reserve. 

The principal purpose of this re- 
serve is to keep the carrier in a 
position of being able to meet 
losses and expenses on account of 
which premiums have been col- 
lected. Normally, in a going con- 
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cern, this will be its principal func- 
tion. As contracts approach and 
attain their dates of expiration the 
reserve is gradually released for 
this purpose. Expenses will gen- 
erally be paid immediately; losses 
will, to some extent, depending on 
the type of insurance, be paid im- 
mediately. For certain types, no- 
tably liability and compensation 
insurance, unearned premium re- 
serves will be converted into loss 
reserves. Back of all these pro- 
cesses is the fundamental purpose 
of the financial structure of an in- 
surance carrier, that of enabling 


Every Fire Means the Unsettling of Somebody’s Cherished Plans 
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the meeting of obligations when 
due, however distant in the future 
the time may be. 


The unearned premium reserve 
may be looked upon as a fund held 
in trust for the insured, subject to 
call by him in case of cancellation 
but, in practical operation, the pay- 
ment of return premiums through 
cancellation is less important than 
the meeting of losses and expenses. 
This reserve likewise provides a 
fund which can be used to reinsure 
in another carrier if the original 
carrier discontinues its business in 
whole or in part. 


State requirements are made on 
the assumption that, at the time of 
making up the annual statement 
(December 31), a carrier should, in 
respect of each policy outstanding, 
have on hand the same proportion 
of the total premium for the policy 
as the unexpired term bears to the 
total term for which it was written. 
But, for convenience, unearned pre- 
miums are calculated on an ap- 
proximate basis. It is assumed 
that policies which are written dur- 
ing a given year take effect, on the 
average, six months previous to 
the end of the year. In other words 
it is assumed that each policy is 
on the books six months during 
the year in which it is written. 
Consequently, on a policy written 
for a one-year term, one-half the 
premium is earned during that 
year, on a policy written fora two- 
year term, one-quarter, and so on. 
Following this reasoning through, 
it is evident that, on December 31 
of the year preceding that in which 
the policy is to expire, it will have 
six months to run. 

DOa> 


S A BASIS for an illustration 
of the application of these 
assumptions, suppose that a hypo- 
thetical company writes the follow- 
ing premiums during 1928: on one- 
year policies, $50,000, on two-year 
policies $60,000, and on three-year 
policies $75,000; during 1929, on 
one-year policies, $60,000, on two- 
year policies, $80,000, and on three- 
year policies, $90,000. Suppose fur- 
ther that there are no cancellations 
and no losses. The unearned pre- 
mium reserve in respect of each of 
these items would be as follows on 
the dates indicated: 
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While this method is sufficiently 
accurate for practical purposes in 
most cases, it does not provide an 
adequate measure of unearned pre- 
miums in some cases where there 
is a marked variation in the pre- 
mium written during different 
parts of the year. In the year in 
which a company is formed it is 
usual for premiums written to in- 
crease rapidly from month to 
month, a much larger volume be- 
ing written during the last six 
months of the year than during the 
first. Consequently contracts will 
not, on the average, have been in 
force six months on December 31, 
and a reserve calculated on the six 
months basis would be inadequate. 
Conversely, if a company should 
write less business during the last 
six months, the reserve set up un- 
der this method would be exces- 
sive. 

Valuation of the reserve for pol- 
icies written on each day of the 
year, while necessary for perfect 
accuracy, is not often required. 
Usually any important inaccuracy 
in the six-months method may be 
sufficiently corrected by substitut- 
ing a half-month method. The as- 
sumption is made that policies 
written during a given month had, 
at the end of the month, been in 
force a half month. Consequently, 
on one-year policies, one-twenty- 
fourth of the premium would be 
earned at the end of the first 
month, three-twenty-fourths at the 
end of the second, and so on. In 
setting up a reserve on December 
31, one-year policies written dur- 
ing December would require an 
unearned premium reserve of twen- 
ty-three-twenty-fourths of the pre- 
mium; during November, twenty- 
one-twenty-fourths. A period of a 
week may be taken instead of a 
month and, is, in certain extreme 
cases, required. 

So much for the theory of the 
unearned premium reserve. In 
practice the requirement of a full 
unearned premium reserve results 
in the carrier setting up, as a lia- 
bility, a considerably larger amount 
than is normally needed to meet 
the obligations for which it makes 
provision. This is due to the fact 
that a considerable part of the ex- 
penses are paid in advance while 
the reserve requirement is based 











Year Unearned Premium Reserve December 31 

Writ- Premiums 1928 1929 1930 

ten Term Written 
1 year $50,000 (1/2) $25,000 

1928 { 2 years 60,000 (3/4) 45,000 (1/4) $15,000 
3 years 75,000 (5/6) 62 wee = 500 (1/6) 15 A. SRE are 
1 year aR ASR ati (1 0,000 

1929 ; 2 years 


3 years 


po.00 hicpcisaiadeartiade (3/ ip 60°00 (i/4) > eet: 


OP, selaiaaeigulltii (5/6) 75,000(1/2) 45,000(1/6) 15,000 


on the assumption that they will 
be evenly distributed throughout 
the year. In agency companies, for 
example, the commission is paid by 
deduction and only the balance of 
the premium reaches the carrier. 
If, on a given type of insurance, 
the commission is 25% of the pre- 
mium on one-year business, a full 
reserve will contain an element of 
25% which the company has al- 
ready paid out and which, pre- 
sumably, will revert to surplus 
when the policies expire. Because 
of this and other prepaid items it 
is usually assumed, in determining 
the financial worth of a stock com- 
pany, that there is an equity of 
from 30% to 50% in the unearned 
premium reserve which would re- 
main in the hands of the owners of 
the company on liquidation. 

A company may find itself in the 
anomalous position of having writ- 
ten so much perfectly good busi- 
ness that its assets are insufficient 
to balance its liabilities. That por- 
tion of the unearned premium re- 
serve representing commissions 
paid in advance must be provided 
from surplus. If so much insur- 
ance is written that the surplus ap- 
proaches exhaustion by this pro- 
cess, steps must be taken to curtail 
volume or to reinsure to the extent 
necessary to relieve the pressure. 

>fOs 


UTUAL companies dealing 

directly with policyholders 
present a different situation. These 
companies have certain prepaid 
items but a considerable part of 
the acquisition cost represented by 
commissions in other companies is 
usually available for refunds to 
policyholders, which are paid at the 
close of the policy year instead of 
at the beginning. Hence these 
companies do not find it necessary 
to set up, out of surplus funds, a 
liability covering payments already 
made except as to the smaller pre- 
paid items representing their ac- 
quisition cost and the other ex- 
penses incidental to putting a pol- 
icy on the books, 

In either case, however, the re- 
quirement of an unearned premium 
reserve, calculated by the methods 
outlined above, is a major factor 
in determining the technical sol- 
vency of an insurance carrier. If 
funds are insufficient to set up the 
reserve required and assessments 
fail to supply the deficiency the 
carrier is subject to liquidation. 
But since in the one case there is a 
large percentage of prepaid items, 
and in the other a similar percen- 

(Continued on Page 26) 
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One of the Buildings of the German Versicherungs-Aktiengesellschaft Allianz 


Foreign Insurance Combinations 


Kartells, Konzerns, Fusions, and Other Associations Which Have Been 
Formed In Germany with Varying Success 


ECAUSE of the frequency and 
B great variety of combinations 

of all kinds in the insurance 
business of practically all countries it 
is incumbent upon the scientific in- 
vestigator of international insurance 
clearly to define these exceedingly 
important phenomena. To the prac- 
tical insurance man, too, a brief sur- 
vey of this subject, which has re- 
ceived but scant attention in the 
insurance literature, is likely to prove 
both valuable and interesting. 


When we attempt systematically 
to classify the combinations in all 
branches of the insurance business, 
three groups first suggest themselves, 
which materially differ from one an- 
other with respect to the bearers of 
the combinations in each group. They 
are those of 

A. Insurance Underwriters (pro- 

ducers), 

B. Insurance Employes (help), 

C. Insurance Takers (consum- 

ers). 


By PROF. DR. ALFRED MANES 


By far the most important of these 
groups is that of the underwriters 
(or producers) of insurance. The 
different kinds of combination, how- 
ever, cannot always be sharply dis- 
tinguished from one another. There 
are mixed kinds and transitions. Be- 
sides, the combinations may be of na- 
tional or international scope. As an 
indication of the nature of a combi- 
nation, the designation given to it in 
its name is immaterial, because often 
the founder fails clearly to realize 
the import of the designation he 


chooses, whether it be “society,” 
“union,” “league,” “association,” “al- 
liance,” “syndicate” or something 


else. Occasionally he even purposely 
allows his foundation to go by a mis- 
nomer, and not infrequently the 
characteristic features of a particular 
class of combinations may undergo 
an alteration in the course of time. 


A. Combinations Among Insurance 
Producers 


INE different types of pro- 

ducers’ combinations can be 
traced, and these in turn may be di- 
vided into three different classes 
from the attitude they take towards 
competition, according as complete, 
partial, or no elimination of compe- 
tition is sought by them. 

In surveying the latest economic 
phase in the capitalistic era, as most 
characteristically reflected in the joint 
stock companies generally, it appears 
that in the insurance business the 
tendency towards closely interwoven 
relations has got a hold upon all 
forms of enterprises, even though it 
particularly prevails among joint 
stock companies. All combinations 
among insurance producers result in 
increased power for a steadily de- 
creasing number of leading mana- 
gers, accompattied by intensified se- 
lective elimination of all but the fit- 
test. Yet, in spite of this evolution, 
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in the insurance business probably 
more than in other fields of economic 
activity, it is still a far cry from pres- 
ent conditions to the creation of a 
monopoly unbearable to the consum- 
ers and therefore necessarily result- 
ing in loss of vitality on the part of 
the underwriters. 

Among the insurance underwriters’ 
combinations we will first consider. 


ownmewwa 


I. Those Not Eliminating Com- 
petition (Associations) 
NDER this head we may also 
include combinations of such 
underwriters between whom no real 
competition can take place. Such an 
arrangement would seem to be par- 
ticularly unobjectionable and proper 
because in this very class there are 
concerns writing individual insur- 
ance, on the one hand, and those en- 
gaged in social insurance, on the 
other hand, whose performances re- 
semble each other very much in all 
their .essential features. This is 
especially true of 
(a) the Organization for the Gen- 
eral Propagation of Common Inter- 
ests (Allgemeine Interesessenvertre- 
tungen) which among other things 
seeks to influence public opinion, leg- 
islation, parliaments, the press, and 
the public generally. 


A typical instance is the “Reich- 
sverband der Privatversicherung” 
(German Private Insurance Union), 
the head organization of all the Ger- 
man private insurance concerns, 
which was founded in 1911 and has 
been active under its present name 
since 1919. According to its statutes, 
this union is charged with the safe- 
guarding and promotion of the inter- 
ests of the whole private insurance 
business. Especially does it deal 
with questions of national economy 
and social and financial policies, 
which concern the private insurance 
business as a whole or at least sev- 
eral branches of insurance. 

It is a highly suggestive fact that 
while in Germany such a head or- 
ganization of underwriters’ associa- 
tions has long since existed, in the 
United States, a country where pri- 
vate insurance is of far greater im- 
portance and which has many more 
associations than Germany, there is 
no such central organization up to 
this day. Undoubtedly, this is a 
great handicap to the interests of the 
American underwriters. One should 
say that they would be even quicker 
than others to realize the great bene- 
fits of combination to the common 
interests of many individual parties. 

(b) There are a great number of 
technical and scientific associations 
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pursuing statistical objects (such as 
preparing rate tables, constructing 
mortality tables, etc.), advocating 
preventive measures (avoiding acci- 
dents, fire protection), attending to 
loss settlements (average bureaus) or 
to the reduction of losses paid (by 
the recovery of stolen goods, espe- 
cially automobiles). 


As an example of exceptional 
merit we mention the Life Insurance 
Sales Research Bureau, founded at 
Hartford a few years ago. It has a 
membership of about a hundred 
American and Canadian life insur- 
ance companies, large and small, old 
and new ones. Notwithstanding its 
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young age, the organization has a 
goodly number of eminently merito- 
ries publications to its credit. They 
are devoted to the discussion of prob- 
lems arising in connection with the 
sale of life insurance policies, part of 
them being very thorough investiga- 
tions of the subject or statistical data 
about it. 


Another example of this type of 
combination is the institution devoted 
to life extension, which was first cre- 
ated in the United States and quite 
recently also introduced in Germany 
by a number of life insurance com- 
panies. 


(c) Similarly related to the above 
described combinations are the asso- 
ciations devoted to social purposes 
(soziale Zweckvereine), which have 
become particularly necessary since 
the breaking up of the insurance or- 
ganization built up. to carry out the 
German social insurance scheme for 
workmen and employes. 


Passing now to the discussion of 
the combinations. 





| Partially eliminating competi- 
e tion, (unions in a more re- 
stricted sense), mention must first be 
made under this head of 

(a) the “Communities of Interest,” 
Participations. MEE 

In many cases these organizations 
are merely a sort of substitute for 
“kartells” or preparatory stages to an 
administration on kartell lines, 
whether by the acquisition of shares 
or by delegating individuals to the 
boards of directors or in some other 
way. It may happen, however, that 
such a community is dissolved again 
after a short time because the ulti- 
mate scheme of a close union proves 
impracticable. The community of 
interest scheme is based on the theory 
that the cost of administration and 
organization can be reduced by com- 
bining the financial resources of sev- 
eral units. As a rule, however, or- 
ganizations of this kind are in the 
nature of transitional arrangements, 
designed ultimately to lead up to 
close unions, which will now be dis- 
cussed. 

(b) Associations covering par- 
ticular branches of the business, cen- 
tral associations (supplying associa- 
tions), kartells, organized to agree 
upon uniform policy conditions, often 
also on uniform premium rates, and 
resulting in an at least partial restric- 
tion of the economic activity of their 
respective members for the benefit of 
the common objects. In this connec- 
tion we will particularly emphasize 
the fact that a kartell is understood to 
be a combination of insurance con- 
cerns continuing independent, which 
through the control of supply brings 
its influence to bear on the market 
along monopolistic lines. 

The combinations for the control 
of particular lines of the business are 
much more numerous than any others 
in the German and American insur- 
ance business and in other countries 
as well. In fact, in the two countries 
referred to there are dozens of them. 

These underwriters’ unions are as 
old as the modern insurance business 
itself. They are no kartells of the 
higher order—the class that appor- 
tion the business to the members— 
but such of lower order—restricting 
kartells, most of them organized to 
control conditions of sale by agree- 
ment, or else to agree upon uniform 
premium rate tables (rate making 
kartells). 

A review, which is historically in- 
teresting, shows that such kartells 
are most numerous in fire and life 
insurance. The first combination of 
London fire insurance institutions 


seems to have taken place in 1791. 
Its object was the common operation 














of fire protection in an effective man- 
ner. In 1827 presumably the first 
underwriters’ union of New York fire 
insurance companies was formed for 
the purpose of obtaining favorable 
premium rates. In Germany 1833 is 
the year of forming the first genuine 
kartell, which however was confined 
to a very few fire insurance com- 
panies. At about the same time uni- 
form premium rates were agreed 
upon by a number of companies in 


France. 
sss 


HAT is presumably the first 

kartell in the life insurance 
field was formed in Scotland in 1840, 
when, among other things, an attempt 
was made to fix the extra-premiums 
for war and marine risks and for 
various voyages by mutual agree- 
ment. 

But such kartells among under- 
writers of individual branches of in- 
surance do not always prove very 
long-lived. In fact, they may be 
broken up by a single powerful out- 
sider who is able and willing to offer 
more favorable policy conditions and 
lower premium rates. A particularly 
striking instance in point is the fate 
of the German Fire Insurance Union, 
which was dissolved in 1924. Nor 
has it since been possible to create 
another general combination of fire 
underwriters of equally comprehen- 
sive scope as that of the union which 
had been in existence. 

Among the causes leading to un- 
derwriters’ kartells are the following : 
Increased competition, rising amounts 
at risk, decreasing gains, over pro- 
duction, reduced premium rates. 

The object of the underwriters’ 
kartells is to put the business on a 
more profitable and stable basis. In 
their attempt to reach that object 
they rely not so much on the suppres- 
sion of competition, as on the elimi- 
nation of its objectionable features. 

But while in other economic fields 
of activity kartells may readily de- 
velop tyrannical methods more or less 
unbearable to the consumers, there is 
but slight danger of such an effect of 
the activities of insurance kartells. 
The reason is that what is produced 
by underwriters can be indefinitely 
increased at will, whereas a kartell 
controlling, say the output of petro- 
leum is of an entirely different na- 
ture, since, unfortunately, the pro- 
duction of petroleum cannot be op- 
tionally increased. Accordingly, in 
the case of underwriters’ kartells 
there is always the possibility of cre- 
ating new concerns, which mean ad- 
ditional competition. Another factor 
which tends to prevent insurance kar- 
tells from becoming excessively 
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powerful is the great variety of 
forms of enterprises. Besides, the 
more or less stringent state supervi- 
sion provided for by the laws in 
nearly every country goes far to pre- 
vent any objectionable activity on the 
part of insurance kartells. 

A less important kind of combina- 
tion is that of the 

(c) Employers’ Unions. Germany 
is probably the country having most 
of them, although their development 
there reached its height only during 
the last few years. The object of 
these organizations is to regulate the 
employment and wage conditions of 
insurance employes. They also pay 
a-good deal of attention to the regu- 
lation of the relations existing, for 
instance, between life insurance com- 
panies and their medical examiners, 
and of the fees payable by applicants 
for medical examination. Similar to 
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a specific significance and objects 
peculiarly their own. Here “pool- 
ing” means the throwing of the in- 
dividual insurances into a common 
pot, as it were—hence the name— 
and the distribution of the business 
received among all the concerns par- 
ticipating in the pool. The idea is 
this: A more or less considerable 
number of independent companies 
combine, without prejudice to their 
independence or their other business 
activities, for the exclusive purpose 
of doing insurance business of a 
specified kind, especially reinsurance 
and marine insurance contracts, in 
the form of mutual reinsurance. 
This object is carried out through a 
central organization, which however 
does not assume the risks for its own 
account, but acts merely as an execu- 
tive body, distributing the business 
transferred to it among the members, 





Another Headquarters Building of the Allianz 


these are the functions of unions of 
sick benefit institutions carrying out 
the German compulsory social insur- 
ance scheme, in their dealings with 
their physicians and druggists. 


A great number of combinations 
have set themselves such comprehen- 
sive working programs that they at 
once fall under several of the classes 
last enumerated sub (a) to (c). 

We now turn to underwriters’ 
combinations 

DOD 


Ill Completely excluding Com- 
e petition; viz: (a) The Pools. 
—In the insurance business pools are 
by no means identical with what is 
generally designated by this name. 
On the contrary, insurance pools have 


whose respective shares have been 
definitely agreed upon in advance. 
The result is that each company that 
has joined the pooling agreement 
holds a pro rata share in each risk of 
the pooled business. It is quite plain, 
therefore, that a pool is not identical 
with a kartell, but is a combination 
for the purpose of completely elimini- 
nating competition exclusively in one 
definite line of business, 

With respect to the organization of 
a pool it is only necessary to state 
that a pool meeting and a pool man- 
agement are usually provided for. 
The functions of the pool meeting 
are stated to be: Preparing or alter- 
ing rules of procedure; determining 
the respective shares of the members 

(Continued on Page 20) 
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Roof of Barn Crushed by Plane, and Two Prize An Frtrac 
Polo Ponies Were Killed in This Accident Which Also 
Nearly Cost the Lives of Two Army Fliers. 
Autos Crashed and Burst Into Flames at a Busy Boulevard Corner in Chicago. Seven 
People Were Rescued Before the Fire Reached Them. But the Drivers Were Severely Hurt. 


When An “L” Car Jumps the Track} Mas 
the Result. The Accident Shown Above Happens 
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An Extraordinary Tornado that Swept Over a Bedding and Upholstery Went up in Smoke When 
Largt Area of Earth and Sky. . Miss Lusille Hand- This Factory Burned with Specular Effect in Brooklyn, Much 


bergiof Sherman, S. D. Heroically Snapped the to the Entertainment of Thousands of Onlookers. 


Shutter As It Passed Near Her Home. : ; 
rack\* Mass of Twisted Wreckage Is Likely to Be Many Companies Needed to Conquer This Blaze. Boston Was Also the Sufferer 


Happened in Boston on a Curve. Two Were Killed. from This Towering Fire in a Warehouse Along Its Waterfront at Fort Point Channel. 
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Mutual Insurance and 


Financial Security 


HE last place where prejudice should play any 
part is in business—especially in business of a fi- 
duciary nature, where management is employing 
the resources of others. The basic consideration in the 
making of loans or investments is security. When a 
prejudice, or some private interest, biases judgment as 
to the facts relating to security, a great wrong is done. 

This is axiomatic, obviously ; but we sometimes won- 
der whether its plain and fundamental truth is given the 
consideration merited by its importance. That wonder 
is stimulated when we hear occasionally of some finan- 
cial concern, some bank, life insurance company or other 
money lending institution declining to accept policies 
of mutual insurance companies as collateral for loans. 

The prejudice which operates in such instances may 
be due either to ignorance of the facts and the crediting 
of false or misleading statements concerning the mutual 
system, or, as we have intimated, it may be due to the 
private interests and connections of management. Two 
lines of argument are often advanced: 

First, the prejudiced institutions may advance the be- 
lief that, for one alleged reason or another, a mutual 
policy is not so secure as some other form of collateral. 
Second, it may raise the objection that the assessment 
feature in the mutual system in some way affects the 
desirability of this sort of collateral. 

Both these arguments ignore facts. And the course 
determined by them is often contrary to the interests 
of those whose money is involved in the transaction. 

All the facts sustain the assertion that a mutual pol- 
icy is a superior form of collateral, and that the assess- 
ment feature, far from being detrimental, is an added 
factor in security. 

DOS 

ECENTLY a careful study was made of the statis- 

tics of record for every stock fire and every mu- 
tual fire insurance company licensed to do business in 
the state of Massachusetts. That of course includes 
many companies organized in other states, and also 
companies of foreign origin. Pertinent to this article are 
the figures discovered relating to the ratio of assets 
to liabilities in the financial status of these companies. 
It is needless to stress the importance of this considera- 
tion in judging the value of collateral. 
_ The inquiry showed that the mutual fire companies 
licensed to do business in Massachusetts have in the 


aggregate vastly more surplus to liabilities than the 
stock fire companies. Indeed this extra surplus in many 
an instance has run over two times the best showing of 
any stock company surplus. The same investigation re- 
vealed the fact that the mutuals can boast always of a 
much wider margin of surplus to liabilities, and that in 
a recent year in Massachusetts such mutual surplus was 
sixty percent more than the combined capital and sur- 
plus of stock fire companies to liabilities. 

Another test of security is to be found in the loss 
ratios based on the relation of premiums received and 
losses incurred. Here again the balance is in favor of 
the mutuals in astonishing measure. The statistics show 
plainly that these mutual companies could have sustained 
a loss ratio one hundred percent greater than they 
actually suffered without going beyond the premiums 
collected, while such an increase in the case of stock 
companies would have threatened their very existence, 
if not driven them to the wall. 

The utterly unfounded statement is sometimes made 
that mutual companies fail more frequently than stock 
companies. Authoritative statistics available to any 
seeker after the truth will quickly reveal that there have 
been.at least three stock failures to very mutual failure. 
For that matter, there have been thousands more of 
bank failures during the past seven years than failures 
among all kinds of insurance, and yet no one would for 
that reason question the reliability of banks in general. 

The assessment prejudice is no more substantial than 
that based upon misconception of the financial sound- 
ness of the mutual company. The assessment feature 
in the policy of most mutual companies is a provision 
whereby the members of the company are held liable for 
an additional premium levy in the event losses for any 
year exceed the amount available for payment from the 
original premium. The liability is limited. But it is im- 
mediate and does not extend beyond the particular 
emergency. Its immediacy ensures the payment of losses 
without delay, and distributes the burden only over those 
who were insured at the time the losses were sustained. 
It is a striking fact, however, that no mutual fire 
company with a $200,000 surplus has levied an as- 
sessment in the 176 years of mutual history in America. 
A stock company facing such an emergency may fail 
without paying losses. If it survives it will raise its pre- 
miums to meet the losses sustained—a form of assess- 
ment—but the raise will apply to new insurers, and will 
probably continue for years thereafter. 

Obviously the mutual assessment plan increases the 
security and gives added collateral value to the policy, 
while doing no injustice to policyholders. But objection 
has been raised to the assessment feature by lending 
companies on the ground that the mortgagee may be- 
come responsible for its payment. This objection is 
without legal standing. The assessment is a feature of a 
contract between the company and the policy-holding 
member, and cannot be held as an obligation against the 
mortgagee. Nor can failure of the mortgagor to pay the 
assessment invalidate the policy. There is no instance 
on record where a mutual policy pledged as security 
under a mortgage, with the standard mortgage clause 
attached, has ever been declared void, or the security of 
the mortgagee in any way impaired by the failure of the 
mortgagor to pay an assessment. 

aos 


Bernina are the facts which knock the props from 
under prejudice, and an honest prejudice will sur- 
render to them. If security be the fundamental consid- 
eration in responsible business, then whether it be from 
the policyholder’s or the lender’s standpoint, the mutual 
policy on this score stands in the foremost place. 
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Life Lights Against a Business Background 


WAS at the station the other day 

waiting to greet my wife’s maiden 

aunt who was on her way from 
Boston to spend a week or two with 
her favorite niece. She has half-a- 
dozen nieces, and I rather fancy 
whichever one of them happens to be 
entertaining the dear old lady is, for 
the moment, her favorite. 

Of course her train was late—for- 
ty-seven minutes late, to be exact. I 
wonder why maiden aunts and other 
elderly relatives always travel on de- 
layed trains. That they do I am con- 
vinced after long experience in meet- 
ing them ; and my belief is confirmed 
by the like experience of friends 
with whom I have compared notes. 


As I had arrived at the station ten 
minutes ahead of schedule, I had 
nearly an hour to wait. It was while 
trying to occupy this vacuous hour 
that I met Rod Jones and Joe Butler. 
Jones arrived first. He came in on a 
train from northern Michigan, where 
he had spent four weeks in an effort 
to get some of the rouge which Na- 
ture mixes in her cosmetic shop, and 
some of that tonic for tired nerves 
and flabby muscles which she com- 
pounds in her wooded laboratory. He 
looked pretty fit as he strode along 
the platform with a grip in one hand, 
a canvas-sacked fishing rod in the 
other, and a quiver of golf clubs 
swung over his shoulder. 

“Hello, old chap,” I said, as he ap- 
proached. “I sure envy you.” 

“Envy me?” he queried grumpily. 
“I'd like to know why. Here I am 
coming back to this dirty city to put 
my nose to the grindstone, and leav- 
ing a lot of uncaught fish and un- 
played golf back yonder in the north 
woods. I’m to be pitied, not envied.” 

“Yes, but I envy you the fish you 
caught and the games you played, and 
the tan on your face and arms, and 
the weight you have worked off. I 
envy you the pep you have brought 
back with you. Pity me, if you like; 
I have had no vacation,” I answered 
him. 

“Not at all,” replied he. “You are 
in the groove, and running smoothly. 
You have no distracting memories to 
come between you and work. I have 
a jolt to go thru in getting back into 
harness, and a lot to forget before I 
can concentrate. Vacations would be 
all right if a fellow didn’t have to 
return to the treadmill and the 
shackles. As it is I don’t know but 
they make the slavery worse by con- 
trast.” 





Now That It Is Over 
By S. J. DUNCAN-CLARK 


“Gosh, the menu on the diner 
must have been a misfit for your di- 
gestion,” I exclaimed. “You certainly 
have a fine grouch.” 


“Well,” he grumbled, “when I 
think of going down to the old desk 


.tomorrow morning, and trying to 


catch up with the accumulated work, 
and then chasing it and other work 
for eleven uninterrupted months I 
think I am entitled to have a grouch. 
But theres my chauffeur. For once 
in his life he’s Johnny-on-the-spot. 
So long.” He hurried off with the 
grim look of one who leaves all joy 
behind. 
aoa 


T was five minutes later a western 

train pulled in, and I saw the fa- 
miliar figure of Joe Butler ambling 
toward me, carrying similar impedi- 
menta to that which burdened Rod 
Jones. His face fairly beamed as he 
caught my eye. 

“Cheerio, you pasty-faced old 
ledger-worm,” he boomed. “Envy 
me, boy. A whole month in Colo- 
rado, fishin’ chasin’ the little pellet 
from hole to hole, climbin’ the moun- 
tains, communin’ with Nature and all 
that sort of thing. And here I am, 
burstin’ with energy and ready to zip 
into the old job. Make way for Joe; 
this is goin’ to be some season in the 
busy burg!” 

The different note rather floored 
me at first, and I didn’t have a snappy 
come back ready. 

“Where do you get that stuff?’ I 
questioned. “Don’t you hate to go 
back to work? Don’t you loathe the 
very idea of a desk? Don’t you feel 
that a vacation is a painful thing be- 
cause it must come to an end, and 
you must jolt yourself back into a 
groove, and forget all about your fine 
time and learn to concentrate all over 
again ?” 

Joe gazed on me with open mouth, 
and an anxious look came into his 
eyes. 

“You need a rest, Sam,” he said 
sympathetically. “Any man who talks 
that way’s got somethin’ wrong with 
his liver or his nerves.” 


“T guess I need a rest, all right,” I 
said, smiling, “but I just learned that 
piece from Rod Jones, who arrived a 
moment ago from four weeks in 
northern Michigan. When I told him 
I envied him he said he was due for 


pity.” 


“Oh! That's different,” answered 
Joe, in a relieved tone. ‘Honest, I 
was worried about you at first. But 
Rod—well, listen, I'll tell you whats’ 
wrong with that bird. Rod takes his 
vacation and his work in two sepa- 
rate and distinct doses. He plays for 
one month and works for eleven. 
Play and work ought to be mixed. 
Of course there will be spells when a 
fellow must just drop everything for 
the job, same as he ought to drop 
everything for play when he takes his 
month off. But,the spells of concen- 
tration ought not to be too prolonged 
in either case—that spoils both work 
and play. Mix ’em up. A fellow 
should have a year-around hobby, or 
at least a work-season interest that 
will take him clear on his work once 
or twice a week. I don’t mean goin’ 
to see the girlies in a musical show, 
or even playin’ bridge. But something 
that will give the brain cells exercise 
in a field wholly apart from the job. 


“Of course there isn’t any exercise 
for the brain cells at the Follies, and 
bridge is too much like business—it’s 
a gamble, and gets your nerves. Now 
take me. I belong to the Business 
Men’s orchestra and tootle on tue 
oboe every Tuesday night, with a lot 
of other fine fellows. And I have a 
group of kids at the West Side Settle- 
ment house. On Friday nights I tell 
’em about the wonder land of science, 
and we do experiments and things. 
Believe me I’ve come back full of 
Nature stuff for those kids, and I 
heard a tune in a Colorado mining 
town which I’m going to teach our 
orchestra to play—its the real primi- 
tive, next-to-the-soil stuff. This is 
goin’ to be an interestin’ winter, boy.” 


ono 


T that moment another train slid 
up into a vacant slot, and I des- 
cried a little, old lady being helped to 
alight by the conductor. I shook Joe’s 
hand and hastened to meet my wife’s 
aunt. I fear I gave her an abstracted 
greeting. But I was milling over what 
Joe had said. I rather think he has 
the right idea. 
oOo 
Revealed 
“Ah, my dear young lady!” exclaimed 
the attendant at the awesome entrance of 
the silken-hung room. “You wish to con- 


sult Madame Maharajah, the great mystic 
of the Orient?” 

“Yep,” replied the caller. “Tell her that 
her kid sister’s here and ma wants she 
should get a couple pounds Hamburg 
steak on the way home.” - 


—Midland Monthly. 
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Foreign Combinations 
(Continued from Page 15) 


in the pooled business ; receiving the 
report of the pool management ; ad- 
mission and exclusion of members, 
and fixing premium rates and policy 
conditions whenever required. 

(b) A rather detailed discussion 
is due to a type of combination 
known by the German technical term 
of “Konzern,” and which has come 
to figure very prominently especially 
in German insurance since the close 
of the war ; in fact, it is this type that 
people mostly have in mind when 
speaking of modern business concen- 
tration. 

It is not quite easy to give a clear 
and correct explanation of just what 
a Konzern is, because the existing 
konzerns differ among themselves 
very considerably. Common to all is 
the cooperation of a number of en- 
terprises, which may, or may not, 
retain their legal, but not their actual 
independence. Instead, they are all 
controlled by one will, which is safe- 
guarded in one way or another, 
whether it be by the identical mem- 
bership of the various boards of 
managers or directors or both, or by 
an arrangement placing the respective 
majority share holdings of the vari- 
ous member companies of the Kon- 
zern in the hands of either one per- 
son, or an organized body of several 
persons, or a holding company. Un- 
der such an arrangement the indi- 
vidual companies may be liable for 
the business done by the others to a 
very different extent. In some cases 
it is the policy of the konzern to in- 
variably appear as such in any busi- 
ness concluded, no matter by which 
of its companies. In other cases the 
individual company only appears as 
the contracting party, no special em- 
phasis being laid on its membership 


in a konzern. 
SSD 


S A TYPICAL instance of strict- 
est centralization, providing for 
both personal and financial union, the 
Gerling Konzern may be mentioned ; 
on the other hand, the Frankfort 
Konzern typifies the most extensive 
decentralization, leaving the highest 
degree of independence to the indi- 
vidual member companies. 

In building up the konzerns as they 
now present themselves, the same 
policy has largely been followed as 
that determining the organization of 
the department stores ; the idea being 
to supply all the wants of customers 
as far as possible at the same place 
of business. A multiplicity of spe- 
cialized operations are supplanted by 
a general business whose individual 
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departments may be left more or less 
independent, the supreme manage- 
ment however, and especially the 
financial one, being centralized. This, 
of course, requires continuous coop- 
eration among all the departments, 
which must keep in constant touch 
with one another. 


From an economic point of view 
the modern insurance konzern is a 
single large company, which means 
that all the parts and members of 
this economic unit profit by all the 
advantages of its favorable develop- 
ment, while on the other hand they 
have to bear all the disadvantages re- 
sulting from unsuccessful operation. 


The discussi6n about the strong 
and the weak points of the konzerns 
is not yet closed by any means. Their 
development is of too recent date and 
has as yet progressed too desultorily 
to strike a final balance on their 
merits. Besides; the existing kon- 
zerns differ so much among them- 
selves that an opinion can only be 
rendered on each of them separately, 
but a collective view applying to all 
of them is practically out of the ques- 
tion. Especially would it be pre- 
posterous to undertake the proof that 
the creation of a konzern of any de- 
scription was bound to result in more 
economic operation under any cir- 
cumstances. 


From the viewpoint of the insur- 
ance-taker a konzern doing an all- 
line business is undoubtedly an ad- 
vantage inasmuch as it enables him 
to conclude his different insurance 
contracts with the same underwriting 
concern. But on the other hand 
there is the possibility that many an 
applicant may refrain from insurifg 
with konzerns because he take the 
view that, owing to the intricate in- 
terrelations often existing within 
them, their financial condition can- 
not be as clearly determined as that 
of an individual company. 


The most difficult of the problems 
arising in the organization of kon- 
zerns seems to be that of finding the 
right men to head them ; for undoubt- 
edly it requires a man of incompara- 
bly larger caliber to preside over and 
direct the policies of an international 
giant organization comprising all 
branches of the business than to head 
a company of limited activities both 
as to the location and variety of busi- 
ness. It, therefore, is extremely 
dangerous for a large konzern to be 
under the control of a single man, no 
matter how high he may tower above 
the rest, unless provision has first 
been made for a man of equal ability 
to take his place whenever it may be 
necessary. 


(c) It remains to mention the 
“fusions,” which are combinations 
attended by the entire disappearance 
of some individual underwriters, or 
concerns, by merging in another en- 
terprise either existing or newly 
founded for the purpose. This is by 
no means a new kind of combination 
nor is there any special feature in in- 
surance fusions (or mergers), dis- 
tinguishing them from those occur- 
ring in other fields of activity. 


oor 


HE other classes of combina- 

tions met with in the insurance 
business can be treated much more 
summarily; in fact, it will probably 
be sufficient for our purposes to 
briefly enumerate the various organi- 
zations of this kind. There are 

B. Combinations of Insurance 
Employes, and among them we will 
also include the insurance agents and 
state officials. These combinations 
appear. 

(a) in the form of societies de- 
voted to general purposes, among 
them sociable meetings and those of 
an educational or social character, 


(b) for the improvement of work- 
ing conditions, especially the scale of 
wages and the labor-contract gener- 
ally ; for the fixing of working-hours, 
vacations, etc. Some of these are 
trade-unions. 

Germany is probably the country 
where most of these combinations 
are found. 


Finally, mention is to be made of 
the 


C. Combinations of Insurance- 
takers; viz: 

(a) Those pursuing economic ob- 
jects, to obtain economic advantages 
of some kind, such as improved 
policy conditions or reduced premium 
rates. These are protective insurance 
unions, and again Germany is the 
country where they are most numer- 
ous while as yet there seem to be none 
in the United States. In effect they 
are a move in opposition to the kar- 
tells—the producers’ organizations 
are met by those of the consumers. 
This movement has most strongly de- 
veloped in the fire insurance branch, 
but is apparent also in liability insur- 
ance, dating back there to the begin- 
ning of the nineties of the last 
century. 

Lastly, we have to mention combi- 
nations of this kind, organized. 

(b) for election purposes, espe- 
cially with a view to getting repre- 
sentatives of a certain class of insured 
seated in the boards managing private 
or public mutual insurance corpora- 
tions. 
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Big Crops Seem to Please the Farmer Whether Prices Are Right or Not 


Insurance Problems of Farmers 


High Lights of Discussion Having to do with Questions Which Members 


of Rural Communities Must Solve to Insure Success 


HE farmers of the United 

States have always repre- 

sented and still represent the 
biggest single industry in the coun- 
try, whether measured by the num- 
ber of persons engaged, the capital 
invested, or the value of the annual 
output. This important class of 
producers is in peculiar need of insur- 
ance protection. The insurance needs 
of the farmers in fact appear to ex- 
ceed, in variety at least, those of most 
other economic groups. The farmer 
has essentially the same need for the 
various forms of personal insurance 
as has the man engaged in the vari- 
ous forms of manufacture or com- 
merce. He also needs most of the 
established forms of property in- 
surance purchased by men in other 
kinds of endeavor. Many of the 
casualty forms of insurance are as 
much applicable to the farmer as 
to anyone else. In addition to 
these various forms of insurance 
now available and which the farmer 
needs in common with his urban 
brother, he also needs livestock in- 
surance and insurance of his growing 
crops. It is the last of these forms 
of insurance, namely, crop insur- 
ance, which it is desired particu- 
larly to stress at this time. 


Summary of Remarks 


By DR. V. N. VALGREN 
U. S. Dept. of Agriculture 
Before The Rural Insurance Group Meeting At 
Annual Conference of the American Country 


Life Association at University of Illinois, 
Urbana, June 21st 1928 


The farmer as a producer of 
crops is confronted with two dis- 
tinct kinds of hazards or risks. The 
first of these may be spoken of as 
production hazards and the second 
as marketing risk or hazard. 


The marketing risk, or the dan- 
ger of over-supply, relative to the 
quantity of a given crop that can 
be sold at a price sufficient to pay 
the cost of production, is essen- 
tially common to all kinds of pro- 
ductive effort. It presents, however, 
peculiar difficulties in the case of 
crop production, by reason of the 
large number of producing units 
and the wide territorial distribu- 
tion of these units. Since, however, 
the farmer collectively considered 
determines the distribution of the 
crop acreage among the various 
kinds of crops, he must perhaps 
always to a considerable extent 
himself bear the burden of over- 
production of any given crop, not- 
withstanding that he cannot, ex- 


cept in a limited way, affect or 
determine the yield on his planted 
acreage. In any case, it may be 
doubted if insurance can ever be 
relied upon to relieve the farmer in 
any comprehensive way of his mar- 
keting risks. 
20s 

RODUCTION hazards _ con- 

fronting the crop producer, can, 
and should it seems, be taken in 
part at least from the shoulders of 
the farmer by means of insurance. 
Unlike the marketing risk, which 
affects essentially all producers of 
a given commodity, the production 
hazards affect more directly the in- 
dividual farmer. The total national 
output of a given crop varies of 
course materially from year to 
year, but such output is after all 
relatively constant compared to the 
yield or the quantity of a given 
crop on a given farm. The latter 
varies all the way from a bumper 
crop to an absolute failure. Each 
year thousands of farmers are eco- 
nomically ruined, or seriously crip- 
pled in their future production 
program by reason of severe or 
total crop damage. 

The more important specific 
causes of crop damage are drought, 
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excessive moisture, floods, frost, 
hail, excessive heat, deficient heat, 
plant diseases, and insect pests. 
Any one or a combination of two 
or more of these hazards may in 
any year bring about the total loss 
of a farmer’s investment in his 
crop, consisting of accumulated 
capital and current labor. 

Only against the single crop 
hazard of hail is insurance now 
generally available to the farmer. 
The annual expenditure for hail in- 
surance protection in the United 
States approximates $20,000,000, 
and it may be estimated that about 
10 per cent of the total crop acre- 
age in the United States carries 
this form of protection. The an- 
nual hail damage to crops repre- 
sents perhaps about 3 per cent of 
the total crop damage from all 
causes. It will be readily seen 
therefore that insurance against 
hail alone does not give the crop 
producer the protection which he 
really needs. 

sO 

AIL insurance as_ hitherto 

written may be criticised from 
two points of view. It covers only 
one of the hazards to which grow- 
ing crops are subject, and against 
this hazard it covers losses which 
the farmer can himself bear, as well 
as more serious cases of hail dam- 
age. A very substantial part of the 
annual hail premiums are used to 


Photo by P. & A. 


JouRNAL oF AMERICAN INSURANCE 


pay losses representing damage of 
25% or less. If insurance against 
all unavoidable hazards were to be 
purchased on this basis the pre- 
mium rate would most certainly be 
prohibitive. Since cases of minor 
damage on a percentage basis, are 
far more numerous than cases of 
more severe damage, it seems prob- 
able that insurance against all un- 
avoidable hazards covering the last 
2 or 3% of the crops only, could in 
many localities be written at a pre- 
mium only moderately higher than 
that now charged for hail insurance 
alone. It is such comprehensive 
severe damage insurance that the 
crop farmer really needs. 

Two outstanding attempts have 
been made in this country to pro- 
vide the farmer with more ade- 
quate insurance protection for his 
growing crops. The first of these 
attempts was made in 1917, when 
three different ifisurance companies 
offered general crop insurance in 
the two Dakotas and Montana, and 
placed such insurance in consider- 
able volume. The second attempt 
to develop such insurance was 
made in 1920 by two of the larger 
eastern fire insurance companies, 
one of these writing a substantial 
volume in various parts of the 
country. In both of these cases the 
results proved decidedly adverse to 
the insurance companies. The 1917 
failure of this form of insurance 


may be ascribed to the concentra- 
tion of the risks assumed within a 
relatively limited area and the oc- 
currence of an extensive and severe 
drought within that area. The sec- 
ond attempt was particularly un- 
fortunate in the time at which it 
was launched, namely 1920. The 
insurance in this case covered in- 
come rather than yield and an un- 
expected and unprecedented drop 
in farm prices which occurred in 
that year made the losses decidedly 
numerous as well as heavy. 
DOD 

HE outcome of these two dis- 

tinct and really meritorious 
attemps to provide the farmer with 
more adequate protection for the 
risks involved in crop production 
is highly regrettable. It has tended 
to discourage, or at least retard, 
further efforts of this kind. Since 
1920 such crop insurance as has 
been written has been limited 
almost entirely to special contracts 
on certain fruit and truck crops. 
Neither the 1917 nor the 1920 ex- 
periences with staple farm crops 
prove, however, that crop insur- 
ance for the individual farmer can 
not be written on a basis which is 
advantageous to the insurer as well 
as the insured, any more than the 
first attempts at flying proved that 
man could not navigate the air. 
With a proper territorial distribu- 

(Continued on Page 26) 


Farms Which Are the Picture of Prosperity in One Year Are Often All But Bankrupt the Next 
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Eleven Planes at Bolling Field Were Ruined When a Windstorm Swept Over Washington Early This Summer 


Problems of Aviation Insurance 


Questions To Be Answered In the Present, and Prospects of the Future 
In this New Field of Underwriting 


ENERAL problems of ade- 
(; quate supervision of avia- 
tion transportation activity 
and their bearing on aviation in- 


surance have been discussed. The 
question of popularization of avia- 
tion transportation with the gen- 
eral public as a means of getting 
the much to be desired spread of 
sound risks has been referred to 
briefly. In addition there are what 
might be termed the purely techni- 
cal insurance problems. 

The insurance problems of the 
developmental period that seems 
to be ahead are: (1) Correct inter- 
pretation of. past experience; (2) 
liberalization of policy forms (3) 
foreign control and (4) reinsur- 
ance needs. In such a dynamic 
field as aviation insurance other 
problems will doubtless develop as 
the underwritings increase, but 
these must be satisfactorily solved 
in the immediate future. 

DsOD> 


The Correct Interpretation of Past 
Experience 
F underwriters fearfully and un- 
reservedly remember past ex- 
perience, especially that of the 
members of the National Aircraft 
Underwriters Association, the fu- 
ture of aviation insurance will be 
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PART II 


needlessly hampered. Conserva- 
tism should be the watchword, but 
it should be reasonable. It should 
be recalled that the days of unre- 
stricted gypsy flying can never 
return. The surplus war stocks 
are no longer able to lift their 
worn out wings. 

An additional cheek on over con- 
servatism should’ be the absolute 
discarding of Army statistics even 
as a superficial underwriting guide. 
The planes of one commercial oper- 
ator, flying the mail, have flown 
over 2,500,000 miies without a 
fatality, whereas fatalities in the 
military service of the- United 
States have averaged one for every 
275,000 miles of flight. The differ- 
ence is due to the exacting require- 
ments of the military services 
which call for testing experimental 
devices and new equipment and 
the securing of performance data 
on heavily laden planes. Such dan- 
gers are anticipated and accepted 
by the men and government as the 
necessary cost of experiment. 
Sound commercial operators have 


reserve planes in readiness at the 
terminals to replace equipment 
needing minor adjustments. Pilots 
of commercial planes fly with 
greater regularity and are, there- 
fore, more proficient and safer 
risks. 


There are numerous illustrations 
of the precautions used to sur- 
round regular airway flying with 
as much as possible of the safety 
factor. The Pitcairn Aviation Com- 
pany was awarded the contract for 
carrying the mail from New York 
to Miami by way of Atlanta. 
Months of preparation were car- 
ried on by the company and the 
government. It was planned that 
the airway should be completely 
laid out and equipped with regu- 
lar and emergency landing fields 
and beacons for day and night fly- 
ing at least one month before the 
actual carrying of the mail should 
begin. This month was utilized 
for test flights over the airway in 
good weather in order that the 
pilots might be thoroughly familiar 
with all conditions that might be 
met when the regular schedule was 
to be maintained. 


When established airway oper- 
ators hire new pilots they usually 
send them for a number of trips 
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over the route which they are to 
regularly fly. This does not always 
mean absolute security as_ wit- 
nessed by the recent mishap to a 
pilot flying the mail out of Chicago 
on his first solo trip. However the 
chance of accident is greatly re- 
duced. 

The greater safety enjoyed by 
pilots on regular services is also 
enjoyed by their planes. This fact 
has not always been taken into 
consideration by underwriters in 
the immediate past. The rate for 
“collisions sustained” or “crash” 
insurance has usually ranged from 
17% to 20% of the value of the 
plane per year. One operator with 
flying equipment valued in the 
neighborhood of $500,000 would 
have paid, at these rates, annual 
premiums amounting to from $80,- 
000 to $100,000 per year. Actual 
losses over a two year period have 
averaged $10,000 per year or about 
2% of the total value of equipment 
maintained. It is true that one may 
argue that this is too short a 
period for estimating the wisdom 
of self insurance, but a possible 
saving of about 15%, or $70,000, a 
year is certainly a great temptation 
and the operator in question is still 
glad that he succumbed. 

aS 


URTHER cause for question- 

ing the justice of such rates is 
found in the activities of the com- 
panies charging them. They have 
even had to expressly urge their 
agents to push crash insurance and 
have attempted to educate them in 
the belief that the current rates are 
reasonable ones. Possibly they are 
reasonable for the poorer risks, but 
both justice and expediency de- 
mands further differentiation 
among risks. 

This raises the old question of 
what current statistics are avail- 
able and how valuable are they. 
The Regulations of the Depart 
ment of Commerce Aeronautics 
Branch require that all accidents 
shall be reported immediately in 
order that an inspector may be sent 
as soon as possible to the scene of 
the accident. The department now 
has a number of airplanes which 
can be used for this work. The 
statistics gathered and published 
have been almost solely those con- 
cerning fatalities in relation to the 
limited mileage flown. These are 
valuable indirectly for indicating 
trends in the probabilities insured 
against under personal insurance 
(life and accident), under work- 
men’s compensation, and possibly 
under passenger liability insurance. 
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Eventually with continued prog- 
ress in flying, we will have an 
abundance of information regard- 
ing air pilots and passengers and 
it will be possible to work out 
ratios per thousand hours of ex- 
posure or working time and com- 
pare such results with those for 
other occupations similarly ar- 
rived at. 


It will be difficult always, in all 
probability, to compare air acci- 
dents with fatality ratios for other 
means of travel on account of the 
widely varying conditions under 
which different modes of travel are 
conducted. Railway, steamship and 


automobile data are not available 
for putting the exposures on a 
comparable basis. The most that 
can be done on this score is to in- 
dicate the relative safety of air- 
craft transportation over a period 
of years. This will be valuable for 
underwriters when adjusting past 
experience rates for changing con- 
ditions. .. 
ose 

HIS still leaves the problem of 

measuring in tangible terms 
the cost of the property hazards. 
Only the underwriters own sta- 
tistics have been available in the 
past. The Départment of Com- 
merce has prepared a quarterly re- 
port form for submission by all 
regular operators under its juris- 
diction. When the returns from 
these forms are tabulated at the 
end of a reasonable period it should 
be possible to gain a reasonably 
accurate picture of the exposure 
and a detailed idea of the elements 
involved. Among other things the 
preliminary draft of this report 
calls for the list of the operating 
personnel, airplane and engine 


maintenance, depreciation and re- 
tirement, the hours flown (by 
months), the schedule number of 
trips, whether or not those trips 
were all completed and if not, why 
not. The number of passengers, 
pounds of freight and mail carried 
as well as the number, types and 
models of airplanes and engines 
used during the period will be 
available. With these facts a sat- 
isfactory interpretation of the acci- 
dent reports can be made. 

The accident report forms are 
also very complete from the under- 
writers standpoint. The results of 
each accident to pilot, passengers 
and third parties are called for. In 
addition the inspector is asked to 
report the result, in dollars, to the 
plane, to the engine and to third 
parties’ property. This looks as 
though a statistical basis will be 
possible in the not too distant 
future. 

Even these statistics, accurate 
though they may be, must be 
viewed strictly as indices of past 
conditions. It will be necessary to 
keep in mind the barometers which 
will indicate the future. Those 
familiar with employers liability 
and automobile liability rate mak- 
ing will recall that the attitude of 
juries is watched for any trend for 
or against the defendants. Like- 
wise in aviation insurance positive 
and negative factors will continue 
to operate such as the continuous 
study of preventable hazards and 
their elimination and the increas- 
ing size of aircraft with the con- 
sequent increasing exposure per 
unit in both lives and dollars. 

sO 

The Liberalization of the Policies 

OLICIES that have been de- 

scribed and referred to 
throughout these articles are the 
evolutionary products of years of 
discouraging experience. The first 
policies were very simple, just as 
the first marine policies hardly 
filled one good sized page. The 
aviation insurance policy has dupli- 
cated in some measure the gradual 
refinement of the interesting old 
Lloyd’s marine policy. The avia- 
tion policy has attained in less than 
ten years what it took the Lloyds 
policy over one hundred years to 
attain. Both now can be read and 
reasonably understood only by 
those who have made a special 
study of them. 

The limitations placed on the 
activities of the insured are most 
irksome in many instances. As 
commercial aviation develops many 
of these restrictions will have to 





be removed. In fact many of them 
will retard the rapid development 
of commercial aviation. Probably 
its too rapid development should 
be retarded and there is some wis- 
dom in the arguments of those who 
maintain that policy restrictions 
can only be removed as it is wise 
to do so. 


In aviation insurance, however, 
at the present time it is almost 
imperative from the operator’s 
viewpoint that the business be 
carried on through a_ powerful 
broker. Far sighted brokers with 
a professional attitude toward 
their accounts are a great asset in 
any phase of the insurance system. 
They probably are most valuable 
in the field of aviation insurance. 
It is usually only through the pres- 
sure brought to bear by a broker 
controlling many large accounts 
that unwarranted policy restric- 
tions can be removed. Many oper- 
ators are undebted to such a broker 
for a reasonable agreement as to 
depreciation of equipment in the 
case of fire coverage. In a business 
where competition is not extremely 
keen among more or less apathetic 
underwriters there would be little 
chance of getting credits for favor- 
able experience over a reasonable 
period if the same kind of a broker 
were not on the job constantly in 
behalf of his client. This situation 
likewise duplicates one of the out- 
standing features of marine insur- 
ance. 

The gradual liberalization and 
clarification of the policy forms 
will be beneficial to the under- 
writer as well as to the operator. 
Air transporters should be allowed 
to use temporarily idle eqipment 
for such side lines as newspaper 
advertising and photographic work 
if the pilots and planes are ade- 
quately equipped for these. It is 
true that deviations from normal 
business operations entail extra 
hazards but these can be assumed 
under a special floating policy for 
such flights. This will enable un- 
derwriters to watch this business 
separately. 

The usual minimum deductible 
is harsh in some instances. There 
is no reason why this should not 
be reduced where the moral hazard 
is unquestionable. The present high 
cost to the underwriter of survey 
and repairs in case of damage, 
however, makes desirable a reason- 
ably high deductible in most in- 
stances. Especially is this true 
where the operator has extensive 
facilities for retrieving and repair- 
ing the damaged plane. 
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HILE on the subject of lib- 

eralization of policies it 
should be noted that the great 
majority of life and accident insur- 
ance companies have liberalized 
practically all of their policies since 
these activities were started. This 
liberalization refers, however, only 
to old policy holders or such new 
policy holders whose application 
blanks do not show an unusual in- 
terest in aeronautics. The latter 
are still looked on as substandard 
risks and at this writing, must pay 
at least twelve dollars and one-half 
extra per thousand for their insur- 
ance. 
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ily injury sustained while the insured 
is riding as a fare paying passenger 
in a licensed commercial air craft 
provided by an incorporated common 
carrier for passenger service and 
while such air craft is operated by a 
licensed transport pilot and is flying 
in a regular civil airway between 
definitely established air ports. 
“Except as above provided nothing 
herein contained shall be construed as 
changing, altering or amending any 
aeronautical or aviation exclusion 
clause which may be contained in 
the policy, or any other condition of 
the policy. Nothing herein contained 


Three of a Family Bent on a Pleasure Ride Narrowly Escaped Death in This Plane at 
Curtis Field, L. I. 


Even accident and health renew- 
able, non-cancellable income policies 
contain a clause (modifying the usual 
aeronautic exclusive clause) similar 
to the following: “Indemnity as 
provided by this policy will be paid 
to the extent of the minimum amount 
provided in the policy for any loss 
specified therein resulting from bod- 


shall. be construed as entitling the 
Insured to recover under the Double 
Indemnity feature, if any, of the 
Policy.” The italicized words are of 
special significance. They are doubt- 
less necessary and wise restrictions 
in view of the limited data available 
to the companies. 
(Continued on Page 30) 
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Farmers Insurance 


(Continued from Page 22) 


tion of risks and with somewhat 
better safeguards against accepting 
risks after crop damage had al- 
ready occurred, the 1917 attempt 
might well have led to a substantia! 
and enduring development of crop 
insurance. The same might have 
been true of the 1920 attempt, had 
it not been launched in the most 
unfortunate year for this purpose 
that could have been selected with- 
in the last half century. 


It is by no means intended to 
deny that crop insurance involves 
many difficult problems. The moral 
hazard must be carefully guarded 
against both by limiting the insur- 
ance to a substantial part only of 
the anticipated yield based on past 
experience, and by other available 
means. 

It is doubtless also true that 
farmers as a class do not readily 
avail themselves of insurance pro- 
tection unless the contract appears 
to them decidedly favorable. Many 
farmers no doubt under-estimate 
the actual production hazards con- 
fronting them and are inclined to 
assume that because no serious 
crop damage may have occurred in 
the last three or five years that the 
danger of serious damage is such 
as to call for a very low premium 
rate. In the matter of fire and 
windstorm insurance the farmer 
has become educated to avail him- 
self of insurance protection even 
though the probability of loss in 
any one year may be 1 in 400 or 
less. The probability of severe crop 
damage, even in the most favored 
parts of the country very greatly 
exceeds the probability of loss 
from fire and the premium for crop 
insurance must be correspondingly 
higher. Education of the farmer in 
seeking such insurance protection 
as he really needs may be found as 
important as providing facilities 
for such insurance. 


Qowoe> 


UR nation’s field of crop insur- 

ance is indeed a large one. 
The total annual capital and labor 
investment in farm crops in the 
United States may be estimated at 
from eight to ten billion dollars. 
Every farmer in the country places 
his part of this annual investment 
entirely at the mercy of the wea- 
ther and other natural forces be- 
yond his control. It seems strange 
that with the first property insur- 
ance in the world developed in con- 


nection with “trading at sea,” 
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which involved primarily weather 
hazards, facilities should still be 
lacking for the insurance of the 
farmer’s growing crops the danger 
to which are also largely from the 
weather. This field of insurance 
which is almost without doubt the 
biggest such field, that still remains 
practically undeveloped, challenges 
the consideration of insurance men 
as well as of all worthy leaders in 
sound agricultural progress. 


owoewe 


Unearned Reserve 
(Continued from Page 12) 


tage representing both prepaid 
items and a margin for dividends 
to policyholders, the carrier may 
be perfectly well able to meet its 
obligations in full. 

This condition leads to the query 
whether the standard of solvency 
imposed by the present reserve re- 
quirements is a proper one. If it is 
assumed that such a standard must 
be based on as exact as possible a 
measurement of probable disburse- 
ments the answer must be no. In 
other countries a precedent is 
found for smaller unearned premi- 
um reserves which more closely 
measure the extent of the obliga- 
tions for which funds in the reserve 
will eventually be disbursed. 


But it has long been an accepted 
theory that regulation of insurance 
carriers should provide for super- 
safety. This reserve provides a 
considerable margin for the unusu- 
al and, to that extent, serves as a 
surplus for contingencies. 


The principal disservice of the 
reserve is found in its contribution 
to inaccurate data on the financial 
results of the operations of insur- 
ance carriers. In calculating profits 
and in estimating the financial con- 
dition of a company from its annu- 
al statement, the acceptance of the 
full unearned premium reserve as a 
liability leads to results which, in 
the usual case, are less favorable 
than the actual results. These facts 
are known to insurance men and to 
many analysts. of the financial 
statements of insurance companies. 
But they are not generally known 
and lead at times to unfortunate 
conclusions. 


For the purpose of determining 
the liquidating value of a company 
30% to 50% (depending on the 


situation and the type of insur- 
ance) of the amount of the un- 
earned premium reserve should be 
treated as surplus. Peculiar. condi- 
tions must, of course, be allowed 
for, but the principle is valid. In 





determining profits it is usual to 
deduct from premium income the 
increase in the unearned premium 
reserve during the period under re- 
view. Here again a true result 
would be secured by deducting 
only that part of the unearned pre- 
mium reserve (50% to 70%) which 
will probably be required to meet 
increased obligations. 


ona 


HE situation may be summar- 

ized as follows: the present 
method of calculating the unearned 
premium reserve leads to setting 
aside as a liability a sum which is 
considerably larger than necessary 
to meet the obligations which it 
represents; while the liability thus 
set up is inaccurate, it errs on the 
side of safety; the acceptance of 
this liability as an element in the 
determination of the solvency or 
liquidating value of a carrier leads 
to an inaccurate picture of the fi- 
nancial situation of the carrier; de- 
creases or increases in the reserve 
distort profits statements, increases 
tending to the underrating of prof- 
its and decreases to their exaggera- 
tion. 

NOTE: In the space here avail- 
able it is impossible fully to treat 
the various qualifications which 
should be made in discussing the 
unearned premium reserve as ap- 
plied to particular lines of insur- 
ance. Adjustments must be made 
to suit the general principle, for 
instance, to workmen’s compensa- 
tion insurance, where the basis of 
premiums, the payroll, is estimated 
at the inception of the contract and 
is subject to adjustment by audit. 
Also, a reserve which is excessive 
if premium rates are adequate may 
be insufficient if rates are less than 
adequate. But it is believed that 
the statement presented covers the 
basic facts and principles. 


Qo 


“Willie, will you run to the store for 

me?” ; 
“Yes, Mother. Do you mean the chain 

store, or haven’t you got any money? 


“Yes, sir, this engine is economical. It'll 
pump 30,000 gallons without filling the 
tank.” j 

“Gosh! How much could it pump if 
you put some gas in it?” 


Insurance Agent (gloomily): “Madam, 
you should get your husband to take out 
a life insurance policy.” ‘ 

Young Wife: “But he has a policy 
against fire.” 

Insurance Agent (still more gloomily) : 
“But fire insurance wouldn’t be of any 
help if he passed away.” 

Young Wife (anxiously): “Not even if 
I had him cremated?” —Ex. 





Fidelity and Surety 


(Continued from Page 6) 


federal government as pertaining to 
officials occupying positions of trust. 


The furnishing of fidelity bonds by 
corporate institutions presents, it is 
said, extremely interesting and diffi- 
cult underwriting problems. It calls 
for judgment of the highest order, 
and for a broad knowledge of men, 
of business situations, and of condi- 
tions which employees are sure to be 
confronted with. The underwriter in 
the field and the executive in the 
home office who discover and pass 
upon possible risks must be able to 
determine whether the bonding com- 
pany which they represent would 
wish to accept the applicant on the 
basis of his past record as an em- 
ployee, taken into consideration with 
his general social background, and in 
full knowledge of the temptations to 
which, in his capacity as employee, 
he is bound to be subjected. This is 
no easy matter. No physical exami- 
nation may be had that can reveal the 
mental characteristics or the line of 
thought of the applicant. The rep- 
resentatives of the surety company 
must try to sift out the honest from 
the dishonest. As some writer has 
stated, in effect, the medical examiner 
for a life insurance company can re- 
ject the applicants with defective 
hearts or impaired kidneys, those 
with tuberculosis and with hardening 
of the arteries, but the fidelity “ex- 
aminer” has to discover, without any 
physical tests, those who are morally 
defective. The difficulties of this 
task can scarcely be exaggerated, but 
they are not impossible when men of 
keen judgment, and of wide experi- 
ence turn their attention to the work. 


The process of selecting risks that 
qualify for bonding involves consid- 


erable investigation. Primarily, on 
the basis of the findings, the risk is 
accepted or rejected—that is the bond 
is furnished, or is not. The candidate’s 
past history as an employee and his 
reputation in the community are 
carefully looked into. Inquiry is 
made as to whether the applicant 
drinks, gambles, speculates, or culti- 
vates any other habit which might 
now or later influence adversely his 
moral stamina, or necessitate unusual 
demands for money. Furthermore, 
the question of his near relatives will 
be looked into, particularly their so- 
cial position and whether or not they 
are financially independent or in 
prosperous circumstances. The lat- 
ter is an important consideration inas- 
much as experience shows the bond- 
ing companies that, in case a young 
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man gets into financial difficulties 

with his employer, family pride may 

cause the bonding company itself to 

suffer little or no loss ultimately, for 

the family may come to the rescue 

and reimburse the employer. 
OS 


Ehime aspect of the investi- 
gation centers around the repu- 
tation and standing of the employer 
with whom the prospect for the bond 
is to work, and the general conditions 
surrounding the employment when 
the prospect actually goes to work. 
These matters have to be investi- 
gated for they have a bearing upon 
the risk that the bonding company is 


asked to assume. If the employer is 
of doubtful reputation he might make 
improper claims against the bonding 
company. Furthermore, it is neces- 
sary for the bonding company to as- 
certain the nature of the check-up 
that is made by this particular em- 
ployer upon his employees who are 
occupying positions-of trust, particu- 
larly how often and how well the 
book and accounts are audited. These 
and similar pertinent inquiries must 
be undertaken. 

Let us assume now that, after the 
investigation of the person to be 
bonded, his family, his employer, and 
the conditions of his prospective em- 
ployment, the company issues the fi- 
delity bond. What happens in the 
event a claim is made against the 
bonding company? The latter will at 


once start an investigation to find out - 


whether or not the claim is valid. If 
it is a valid claim, the company will 
undertake to determine whether or 
not the claim is covered by the terms 
of the bond. Assuming that the 
bonding company is liable and, for 
the sake of illustration, that the em- 
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ployee has been taking money from 
his employer, the employee probably 
will be given a chance, if he is finan- 
cially able, to make immediate resti- 
tution to his employer. 


Very often employees who are 
“short” in their funds leave for parts 
unknown before the shortage is dis- 
covered. The surety company that 
has bonded such employee will bend 
every effort toward his apprehension 
even though it may be months or even 
years before this is accomplished. 
The very fact that corporate surety 
companies are heartless in this matter 
strikes terror to the wrongdoer, be- 
cause he knows that the result of his 
wrongful acts is pretty certain to be a 
jail term. An employee, fully aware 
of this situation, is rather likely to 
perform his duties without irregular- 
ity. The knowledge that a persecu- 
tion is pretty sure to follow his 
wrongdoing, results in what has been 
termed the “moral effect” imposed by 
corporate bonding as contrasted with 
personal bonding. If an individual 
has furnished the bond, he is likely to 
be a friend of the family and for that 
reason is hesitant about starting legal 
proceedings against a wrongdoer. 
The corporate bondsman, on the 
other hand, has no feeling in this 
matter whatsoever, hence the so- 
called “moral effect” resulting from 
corporate suretyship. 

Some years ago there was brought 
into existence a form of fidelity cov- 
erage different from that already 
considered. It permitted the accept- 
ance of the risk without the employee 
(or employees) filing the usual appli- 
cation and supporting credentials. 
In brief, this plan of coverage makes 
it possible for an employer to bond 
his employees without the latter 
knowing that this has been done. It 
is said that this form of coverage car- 
ried a somewhat higher premium 
than the usual form of fidelity policy 
in that the hazard is somewhat 
greater because of the omission of a 
part of the preliminary investigation 
before the coverage is placed. It goes 
almost without saying that this type 
of policy could be written only when 
the employees are all men and women 
of relatively high grade. 


ooOsa 
Culpable Negligence Bonds 


HERE are forms of fidelity 
bonds covering other than theft 
or embezzlement. For example, 
there is the so-called culpable negli- 
gence form, although culpable negli- 
gence is rather difficult to define. For 
this reason claims made under this 
type of coverage may lead to pro- 
(Continued on Page 30) 
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Casualty Reinsurance 
(Continued from Page 8) 


mium reserve. This implies that 
to the greatest extent practicable, 
the retrocessions should be placed 
with companies admitted to do 
business in this country. Obviously 
such a retrocessional market would 
be made up mostly of direct writ- 
ing companies. 

Such a plan can be worked out, 
the writer believes, without involv- 
ing any direct writing carrier in 
“doubling up” of its liability as re- 
spects coverage under its own pol- 
icies. 

Where the reinsurance is on the 
excess basis, the reinsurer would re- 
tain a substantial amount over and 
above the original retention of the 
ceding company. Where an indi- 
vidual loss in any line subject to 
excess reinsurance exceeds the 
combined retentions of the ceding 
company and the reinsurer, this 
second excess would presumably 
be apportioned among certain in- 
surance corporations, including di- 
rect writing companies, in accord 
with the retrocessional treaties sev- 
erally contracted with the reinsur- 
ance company. Under this plan a 
given direct writing company 
might share in the second excess 
with respect to an accident where 
it sustained the primary liability. 
It is not likely that such cases 
would be frequent enough to con- 
stitute a serious objection to the 
plan. 

For those lines where reinsur- 
ance is on the share basis, doubling 
up can be avoided by excluding 
from the retrocessions made to 
any direct carrier any portion of 
risks originating with such carrier. 
This is merely a matter of account- 
ing procedure for the reinsurance 
company. The same procedure can 
be applied in the case of excess re- 
insurance if such a course is found 
necessary or desirable. 

In certain forms of insurance, 
the “risk” and the policy are not 
identical in scope. This situation 
holds in the case of bank deposi- 
tary business, where the real risk 
is the bank, not the individual de- 
positary account and in the case 
of accident and health insurance 
where the total amount of insur- 
ance carried by the assured, not 
any one policy carried by him, 
measures the risk. In such forms 
of insurance there is danger of di- 
rectly overloading the reinsurer 
and of indirectly overloading direct 
carriers participating in retroces- 
sional arrangements. The remedy 
for this is for the reinsurer to 
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maintain a record of individual 
risks for these lLinds of insurance, 
thereby detecting any such cases 
of overloading which can be ad- 
justed through facultative arrange- 
ments or otherwise. 


owowy 


Benefits of the Plan 


NDER the plan we have out- 
U lined, reinsurance companies 
would become in American cas- 
ualty insurance a much more sta- 
ble and important factor than they 
are today. 

The justification of the plan lies 
in the benefit which it holds for the 
casualty business as a whole. 

1. Simplicity. It cannot seriously 
be contended that the present lack 
of standardization in reinsurance is 
conducive to the best interests of 
the business. A comprehensive and 
simple plan would release time, 
energy and money for constructive 
effort in the development of the 
direct writing company’s business. 
There would be more power avail- 
able for propelling the ship. The 
chart would be more intelligible. 
Instead of several pilots to consult 
as to the supposed intricacies of 
the channel of reinsurance, there 
would be only one, viz., the rein- 
surance company. 

2. Actual Protection. Centralizing 
reinsurance in one company having 
adequate retrocessional facilities 
would do away. with the necessity 
of the company fund, which, after 
all, is self-insurance, not reinsur- 
ance. Furthermore, it would elim- 
inate the faculative form of rein- 
surance, which, in many cases, can- 
not be said to constitute a satis- 
factory form of protection since it 
obligates the ceding company to 
accept in return other faculative 
reinsurance which may or may not 
be desirable. Similarly by elimi- 
nating pool arrangements, the able 
underwriter would be _ protected 
from his less capable competitor. 

3. Economic Soundness. Any re- 
insurance arrangement which is 
not profitable to the reinsurer or 
reinsurers cannot be permanent, 
and impermanent reinsurance ar- 
rangements are always unsatisfac- 
tory. A reinsurance company has 
a substantial and permanent inter- 
est in making its own business 
pay, and a reinsurance company 
cannot make money unless direct 
insurance makes money. A rein- 
surance company, therefore, will 
not hesitate to point out to a di- 
rect-writing company anything 


which it believes interferes with 
their joint efforts towards develop- 





ing a profitable business and under 
the suggested plan, the reinsurer 
would be in a position to know 
“what’s what.” In at least one 
well known pool arrangement, the 
absence of that direct economic in- 
centive, which is the very breath 
of life of the American casualty 
business, has lately writ its un- 
happy history in letters of great 
size and sufficiently crimson hue. 

The direct writing company’s 
hope of a wholly satisfactory rein- 
surance arrangement lies in treat- 
ies with a strong, well managed 
reinsurance company, not in mem- 
bership in a decentralized instru- 
mentality for participation in the 
underwriting results of its com- 
petitors. 

4. Conservation of Premium In- 
come and Insurance Capital. The 
plan contemplates a more effective 
use of existing casualty insurance 
capital. Furthermore, it implies 
that the financial resources of ad- 
mitted casualty companies shall be 
fully availed of. When these re- 
sources have been used to the full 
in the problem of furnishing ade- 
quate covers to the American in- 
surance public, it will then, and not 
before, be logical and proper to 
employ the facilities afforded by 
“non-admitted” institutions. 


The implication of the plan is 
not less business for direct-writing 
companies and more for reinsur- 
ance companies except perhaps 
relatively during a temporary pe- 
riod of readjustment. Ultimately, 
it implies that through a more 
effective use of the reinsurance 
company as an instrument in the 
service of the business, direct- 
writing companies will be able to 
carry the greatest volume com- 
mensurate with their resources 
both in the form of direct business 
and in the form of retrocessions. 


Qoonea> 


He Remembered 


Wife: “You think so much of your old 
golf that you don’t even remember when 
we were married.” 


John: “Surely I do. It was the day 
after I sank that thirty-foot putt.” 


Non-Stop Record Broken 


A news story tells of a non-stop auto 
driver collapsing at the wheel of his car, 
after driving 201 hours. 

Our hearty sympathy goes out to the 
driver—we, too, have tried to find a place 
to park! 


“Say, do you know an easy way to find 
the horsepower of a car?” 

“No. How?” 

“Just lift up the hood and count the 
plugs.” 
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View of Grove Park Inn and Surrounding Grounds 


Gathering of Casualty 
and Automotive Mutuals 


Grove Park Inn at Asheville, N. C., Chosen for Annual 
Meetings, October 22nd-23rd-24th 


HE Eighteenth Annual Meeting 

of the National Association of 
Mutual Casualty Companies and the 
Ninth Annual Meeting of the Na- 
tional Association of Automotive 
Mutual Insurance Companies will 
convene at Grove Park Inn, Ashe- 
ville, North Carolina on Monday, 
October 22nd, 1928 continuing 
through Wednesday, October 24th. 
A number of formal papers will pro- 
vide the basis for discussions upon 
such live topics as “Rating Plans in 
Workmen’s Compansation Insur- 
ance’’—“Theory and Practical Phases 
of Stop Loss Coverage”—‘“Mutual 
Service to Policyholders”—“‘Compul- 
sory Automobile Insurance”—“Con- 
tingent Automobile Liability Insur- 
ance” and “Institutional Advertis- 
ing.” These and other subjects 
suggested by the membership will be 
enlarged upon by discussion leaders 
and each of those present will be 
given full opportunity for an expres- 
sion of views. 


Grove Park Inn, which has been 
selected as the meeting place, enjoys 
an unusual reputation among resort 
hotels. Since its doors were first 
opened, it has solicited the patronage 
of a discerning public seeking the 
very best in service amid a restful 
atmosphere. Beautifully located at 
the base of Sunset Mountain, it offers 
all the comforts of a modern hotel 
coupled with the advantages of a 
country estate. The Biltmore Indus- 
tries, long celebrated for its hand 
woven homespuns, adjoins the Inn 
which in turn overlooks the greens 
of the Asheville Golf and Country 
Club offering to devotees of the an- 
cient Scotch game facilities equaled 
by few courses. 


Present indications are that these 
meetings, both in point of attendance 
and in the importance of matters to 
be discussed, will outrank all previous 
gatherings of these two associations. 


Insurance 
Commissioners Meeting 


the dates for the Fifty-Ninth 

Annual Session of the National 
Convention of Insurance Commis- 
sioners which, this year, will meet at 
Rapid City, South Dakota, with 
headquarters at the Hotel Alex 
Johnson. 


GS lthe dates. f 24th to 28th are 


A special train will leave Chicago 
Saturday evening September 22nd 
and arrive in Rapid City early on the 
morning of the 24th. 


Following is the program as an- 
nounced : 


Monpay, SEPTEMBER 24TH, 10:30 A. M. 


Motor trip to the northern Black Hills, 
including visits to Deadwood, Lead, the 
Homestake mines, Spearfish and Ice Box 
Canyons, with trout fry at some outdoor 
spot along the trip. 


Monpay EvENING, 7:30 O’CLock 


Banquet at Hotel Alex Johnson. 
Address of Welcome—Hon, W. J. Bu- 
low, Governor of South Dakota. 
Address of Welcome—Hon. L. N. Crill, 
Secretary of Agriculture of South Dakota. 
Response—Hon. Charles R. Detrick, 
California, First Vice-President. 


TuespAy, SEPTEMBER 25TH, 10:00 A. M. 

President’s Address—Hon. A. S. Cald- 
well, Tennessee, President. 

“Interstate Insurance”—Hon. C, D. Liv- 
ingston, Insurance Commissioner, Michi- 
gan. 

Discussion—Hon. George H. Thigpen, 
Alabama, and Hon. William R. Baker, 
Kansas. 

“Convention Examinations’—Hon. D. 
C. Lewis, Commissioner of Insurance, 
South Dakota. 

Discussion—Hon. Dan C. Boney, North 
Carolina, and Hon, Ben Lowery, Missis- 
sippi. 

Call of Committees. 

TueEspAy AFTERNOON, 3:30 O’CLock 

Pamunkey Ceremonial in Rapid Canyon. 

WEDNESDAY, SEPTEMBER 26TH 


An all day trip through the Southern 
Hills, visiting Sylvan Lake, Harney Peak, 
Mount Coolidge, Rushmore and over the 
famous Needless Road. 


THURSDAY, SEPTEMBER 27TH, 1928, 
10:00 A. M. 


Communications and Committee Re- 
ports. 

“Unauthorized Insurance, a Growing 
Evil”—Hon, M. A. Freedy, Commissioner 
of Insurance, Wisconsin. 

Discussion—Hon. R. C. 
mont, and Hon. Sam B. 
Carolina. 

“Present Day Marine Insurance”’—Hon. 
James A. Beha, Superintendent of Insur- 
ance, New York. 

Discussion — Hon. H. O, Fishback, 
Washington, and Hon. Wesley E. Monk, 
Massachusetts. 


(Continued on Page 31) 


Clark, Ver- 
King, South 








Aviation Insurance 
(Continued from Page 25) 


Foreign Control 


MERICAN marine insurance 
has been seriously handi- 
capped by foreign domination of 
the American marine insurance 
market. This has been due partly 
to the fault of our short sighted 
laws narrowing the activities of 
our marine insurance companies 
and partly to the understandable 
activity on the part of foreign un- 
derwriters to dwarf the activities 
of American marine underwriters 
wherever possible. 


It is feared by many interested 
in aviation insurance that this same 
condition impends in this field. It 
is maintained that the English un- 
derwriters, particularly Lloyds of 
London, now dominate the Euro- 
pean market. Ninety per cent of 
all of the aviation insurance of the 
most active American underwriter 
is said to be reinsured with Lloyds 
of London. In fact the alleged 
Lloyds representative has such 
control over the original under- 
writing that he could be called, for 
all practicable purposes, the orig- 
inal underwriter. This seems to be 
a real asset to American operators, 
and even underwriters, at the pres- 
ent time, but it will be otherwise 
if there is a repetition of the marine 
insurance situation. 


SSD 
Reinsurance Needs 


N a field of insurance handi- 

capped by a limited spread of 
acceptable risks the primary need 
seems to be reinsurance. This is 
necessary to diffuse the hazards 
assumed so that an occasional loss 
will not result in an ultra-conserva- 
tive check on the activities of any 
one underwriter. This need was 
felt in the post war days and indi- 
rectly brought about the formation 
of the National Aircraft Under- 
writers Association. There were 
evidences of extensive reinsurance 
among the members. If the spectre 
of foreign control of American avi- 
ation insurance is to be entirely 
dispelled, some such cooperation 
will be necessary in the future. Too 
many underwriters acting individ- 
ually in a field of limited risks, is 
an unhealthy condition. The 
meagre premium income resulting 
to each would be unsatisfactory in 
light of the exceptional hazard. 
Some form of cooperation seems 
an absolute necessity and a strong 
pool is not an unlikely eventuality. 
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treme center. 


lifting one end of the flexible 
metal rod, slipping the maga- 
zine under it and snatching 

rod into place. 


THIS NEW BINDER 


Is Ideal for Preserving the JOURNAL of AMERICAN 
INSURANCE 


LLOWS view of each page to the ex- 
Insertions of each 
magazine accomplished by merely 


THE BING BINDER 


In a Size to Hold Twelve Issues Is Available for Subscribers of the 
Journal of American Journal at the Special Price of $1.80 Postpaid 





180 N. Michigan Ave. 
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Fidelity and Surety 


(Continued from Page 27) 


longed disputes and delayed settle- 
ments. A clear case of culpable 
negligence would probably be ad- 
mitted in the case of an employee 
who, for some reason or other, failed 
at the close of the day to place his 
cash box containing money in the 
safe which the employer had pro- 
vided for this among many other 
purposes. In the event that some one 
took the whole or a part of this 
money during the night (assuming 
that the employee was covered by the 
so-called culpable negligence form of 
bond), it probably would be held that 
the bonding company was liable un- 
der the terms of the contract for the 
loss sustained. It might very well be 
that the employee in question was 
honest to the last degree but, for 
some unknown reason, he failed to do 
the customary thing at the close of 
the day, namely, place the cash box 
in the safe. 


On the whole, corporate fidelity 
bonding has come to occupy a very 
important place in our business 
structure. During recent years, con- 
siderable publicity has been given to 
breaches of faith on the part of cer- 
tain persons occupying important 
offices of trust, and of the conse- 
quent hazardous nature of the fidelity 
bonding business. But the great mass 
of bonded employees keep faith with 
their employers. So far as we are 
aware, the bonding companies con- 
tinue to fulfil their obligations as- 
sumed, when the occasion arises, 
with the result that public confidence 
in corporate fidelity bonding remains 
unshaken. 


ono 


Harry: “What did Schram say when 
you gave him the brandied cherries we 
sent to cheer his convalesence ?” 


George: “He said he was afraid he was 
not strong enough to eat the fruit, but 
he appreciated the spirit in which it was 
sent.” —Fenton News. 
































ll 





i 











JOURNAL OF AMERICAN INSURANCE 


Milwaukee Made Easy 


Above Map Shows Principal Points In Business Section 


HOTELS 


Antlers 
Astor 


Blatz 
Brown 
Carlton 
Colonial 
Delaware 
Gilpatrick 


New Randolph 
New Pfister 
Plankinton 
Plaza 
Republican 

St. Charles 
Schroeder 
Schuster’s 
Shorecrest 
Stratford-Arms 
Wisconsin 


THEATERS 


Din 5 ocedaankes eee Alhambra 
Wks by eddus ike pies Davidson 
Garden 

Majestic 


CHURCHES 


All Saint’s Episcopal 
B’ne Jeshurum Temple 


Calvary Presbyterian 

First Unity Center 

First Methodist Episcopal 
Immanuel Presbyterian 

St. James Episcopal 

St. John’s Roman Catholic 
St. Mary’s Roman Catholic 
Summerfield M. E. 

Trinity Lutheran 


DEPOTS AND DOCKS 


Goodrich Docks 

Grand Trunk Car Ferry Docks 
(Ft. of Stewart St.) 

Interurban Depot 

North Shore Depot 

Northwestern Depot 

Pere Marquette Line Str. Docks 

Pere Marquette Car Ferry Docks 

Union Deopt 

Wisconsin and. Michigan Docks 

Wisconsin Motor Coach Lines 


DEPARTMENT STORES 


Boston Store 

Chapmans 

Espenhains 

MR Seat ree ens ie aoe Gimbel Brothers 
te ea eo ree base kee Schuster’s 


OTHER POINTS OF INTEREST 


Association of Commerce 
Athenaeum 

Eagles Club 

Chamber of Commerce Bldg. 
City Hall 

Convention and Publicity Bureau 
County Court House 

Elks Club 

Layton Art Gallery and School 
Milw. Art Institute and Museum 
Milwaukee Athletic Club 
Milwaukee Auditorium 
Milwaukee Herold 


Milwaukee Journal 
Milwaukee Leader 
Milwaukee Sentinel 
Post Office 
Public Museum and Library 
Scottish Rite Cathedral 
Tripoli Shrine Mosque 
(30th and Wisconsin Ave.) 
Tourist Welcome Bureau 
Rasy aces pee OR Wisconsin News 


Insurance 
Commissioners Meeting 
(Continued from Page 29) 
THurRSpDAY AFTERNOON 


“Acquisition Costs of Life Insurance” 
—Hon. John R. Dumont, Insurance Com- 
missioner, Nebraska. 


Discussion—Hon. George W. Wells, fr., 
Minnesota, and Hon. Howard P. Dun- 
ham, Connecticut, 

“How May Uniformity of Laws Be 
Brought About?”—Hon. Charles R. De- 
trick, Insurance Commissioner, California. 

Discussion—Hon. Carville D. Benson, 
es and Hon. Wm. C. Safford, 

hio. 


Fripay, SEPTEMBER 28TH, 10:00 A. M. 


Communications 
ports. 


_Election of Officers and Executive Ses- 
sion, 


Executive Session. 
Adjournment. 


and Committee Re- 


QT 


New Style Lullaby 


Hush-a-by, baby, pretty one sleep, 
Daddy’s gone golfing to win the club 
sweep. 


If he plays nicely—I hope that he will— 
Mother will show him her dressmaker’s 
bill. 








32 JOURNAL 


oF AMERICAN INSURANCE 





TLLLAAAALAA ALLL AAL LALLA LALA 


SUVUTUVUUTUTEVETYETIT ES TTVey TET eTeTyyry iri! 





Plodord 

















insurance. 





t BRANCHES 
| © Atianta, Georgia 











Bostuw, Massachusetts 
Cuicaoo, Illinois 





i pose of obtaining the greatest benefits 
| for its policy-holders and as its contribu- 
tion to a continuance of the present 
high regard for the principles of mutual 


HARDWARE MUTUAL CASUALTY CO. 
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to a competent, prudent 
and conservative execution 
of its business for the pur- 
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Twin Mutual Group 


Grain Dealers Mutual Fire 
Insurance Company 
Automobile Mutual Fire 
Insurance Company 
Automobile Mutual Liability 
Insurance Company 
Beacon Mutual Fire 
Insurance Company 


An organization of Massachusetts Mutual In- 
surance Companies associated under one man- 
agement and devoted to reducing insurance 
costs. Dividends 20% to 25%. 


* Twin Mutual Group 


211 Congress Street 
Boston, Mass. 














A. Shirley Ladd, Secretary 






































ederal Hardware & Implement Mutuals fi! 


RETAIL HARDWARE MUTUAL FIRE INSURANCE CO. 
HARDWARE DEALERS MUTUAL FIRE INSURANCE CO. 
MINNESOTA IMPLEMENT MUTUAL FIRE INSURANCE CO. 





Combined Statement of 
Companies 


COMPRISING THE 
FEDERAL GROUP 


JUNE 30, 1928 
ASSETS 


Cash and Investments 
Accrued Interest 119,533.95 
Other Assets 1,301,364.93 





$10,230,025.82 
LIABILITIES 


Reserve for Unearned Premiums $ 5,663,817.28 
Reserve for Unadjusted Losses 304,340.59 
Other Liabilities 222,103.68 

4,039,764.27 


$10,230,025.82 


DIVIDENDS RETURNED TO POLICYHOLDERS 
SINCE ORGANIZATION 


$25,243,036.87 





Complete policy writing and 
loss adjustment service departments in the following cities 


MINNEAPOLIS, MINN. OWATONNA, MINN. STEVENS POINT, WIS. 
NEWARK, N. J. ATLANTA, GA. DALLAS, TEX. SAN FRANCISCO, CAL. 
WINNIPEG, MAN. 




















A Continuous Record of 
Successful Accomplishment 


The strength and soundness of “L-M-C” is 


shown by a resumé of its condition at the 


end of each of its fifteen years of existence. 


A comparison of each year’s growth and 


progress since organization makes an inter- 


esting study to those who wish to make great- 


er use of the indemnity and service afforded 


by this casualty company. 
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Premiums 


29,562.55 | 
71,098.24 | 
141,954.90 | 


168,357.98 
226,161.64 
318,290.99 
446,386.51 
778,157.23 

1,526,628.23 

1,732,103.33 
2,262,164.71 


2,870,762.21 | 
3,670,962.67 | 


4,570,050.95 
5,250,976.25 


6,718,131.36 


Assets 


Legal 
Reserves 


Net Cash 
Surplus 


Reserve for 
Contingencies 


Surplus to 
Policyholders 





28,939.85 | 


54,966.15 | 


96,276.18 
130,463.69 


158,106.10 | 
239,388.20 | 
396,692.50 | 
679,772.17 | 

1,165,683.23 | 


1,566,895.03 
2,259,786.59 


2,786,121.79 | 


3,784,081.58 


4,615,054.63 | 
5,526,431.34 | 
6,928,216.97 | 


41,692.18 
72,683.36 | 
85,247.62 | 
90,192.09 | 
131,504.69 | 

226,603.85 
443,887.88 | 
794,255.53 | 
1,131,484.88 | 
1,625,055.94 | 
2,009,848.78 | 
2,752,902.64 | 
3,408,235.10 | 
3,996,612.26 | 
4,593,569.80 | 


| 
15,281.27 | $ 
| 





8,368.77 | 
10,541.88 | 
18,693.04 | 
22,798.94 | 
25,243.40 | 


54,162.71 


129,007.57 | 
204,491.17 | 
306,820.44 | 
363,963.63 | 
382,378.27 | 
458,866.71 | 
589,141.39 | 
677,248.53 | 
811,196.36 | 


1,208,673.62 | 


| 
| 


none 

none 

none 
$ 16,500.00 
30,000.00 
40,000.00 
50,000.00 
65,000.00 
100,000.00 
100,000.00 
200,000.00 
250,000.00 
350,000.00 
400,000.00 
500,000.00 
750,000.00 


| 
| 
| 





$ 8,368.77 
10,541.88 
18,693.04 
39,298.94 
55,243.40 
94,162.71 

179,007.57 
269,491.17 
406,820.44 
463,963.63 
582,378.27 
708,866.71 
939,141.39 
1,077,248.53 
1,311,196.36 
1,958,673.62 











Figur es ‘compiled from official reports to Division of Insurance, Department of Trade and Commerce, 
State of Illinois 











AUTOMOBILE BURGLARY COMPENSATION 
PLATE GLASS PUBLIC LIABILITY 


INSURANCE AND FIDELITY BONDS 


Lumbermens Mutual Casualty Company 
JAMES S. KEMPER, President 
Pantheon Building 


Albany 
Atlanta 
Baltimore 
Boston 


Chicago, U. S. A. 


Seattle 
St. Louis 
Syracuse 
Toronto 


Buffalo 

Chattanooga 
Kansas City 
Los Angeles 


Omaha 
Philadelphia 
Pittsburgh 
San Francisco 


Milwaukee 
Minneapolis 
Newark 
New York 


Unden spciate Company |» AMERICAN MOTORISTS INSURANCE COMPANY 
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